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WE ARE DRAGGING OUR ANCHOR—THE DRIFT FROM 
HISTORICAL COST .- 


by LUIS V. MANRARA, 
Senior Partner, Manrara y Perez Daple, 
Havana, Cuba 


It is a part of the theme of this article that, although able ac- 
countants may also be competent business and economic advisers, 
economic problems lie beyond the province of accounting. Com- 
mending the courage of accountants who have accepted a challenge 
originating outside the profession and have tried to devise ac- 
counting techniques to meet it, the present author believes that 
“accounting is, and should continue to be, purely historical.” 


T is one of the “elder statesmen” of the accounting profession, 

George Oliver May, who has said in many of his writings, in- 
cluding recent ones that “accounting is utilitarian.” I believe 
this declaration is especially timely now. Never before has the 
accounting profession had more serious and troublesome prob- 
lems than at present, problems which if not properly resolved 
may well reflect upon the usefulness of its techniques, results, and 
reports. Over the past year, press and magazine comments on 
accounting in relationship to the determination of corporste earn- 
ings have been more numerous than ever before and irequently 
carry a note of distrust or express forthright doubts. Fortune 
magazine carried an article in its March 1948 number, entitled “Is 
the Market Right?” and used the significant subheading of “(Clouds 
Over Bookkeeping.” This article quotes the Wall Street Journal 
as saying, in reference to inventory valuations in certain cases, “To 
this extent, at least, corporate earnings as reported are unreal.” 
The vice president of the New York Society of Security Analysts, 
J. M. Galanis, has deplored a policy of overconservatism as much 
as underconservative accounting. Observations like “Definitions 
of costs, depreciation, and other items vary with accountants and 
employers,” and “Accounting is playing us tricks,” have appeared 
in important American newspapers. 


Demarcation Between Accounting and Economics Blurred 


What seems to be the matter today is that the accountant, as 
a versatile and well-informed individual, is expected to produce 
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a rabbit out of his “accounting hat.” It seems to me that consid- 
erable confusion exists as to where accounting ends and economics 
begins. Even worse, it is not only the laymen who are at a loss 
to establish this differentiation. Accountants, themselves, are not 
in agreement as to just what accounting is and how far it should 
go. Furthermore, I am convinced that a great number of us fail 
to distinguish between accounting and the accountant and the role 
that each should play in a modern enterprise. Accounting is ob- 
jective, limited in scope, and has the function of recording, sub- 
ject to law and to a set of rules and principles, the economic events 
that take place during the business life of an enterprise. The 
accountant is, or should be, an alert, responsive, capable, and well 
informed professional man, one who directs and interprets account- 
ing, thereby reaching into management and economics by his 
training and knowledge. However, this is no excuse for confus- 
ing the accountant’s capabilities with accounting’s possibilities. 

It is possible that this confusion has arisen in the minds of 
accountants and others because at present there is such an array 
of specialists seeking for facts on which to base economic con- 
clusions. Financiers, businessmen, labor union officials, statis- 
ticians, financial analysts, government officials, and economists 
are all pretty well baffled with the present economic conditions, 
their implications for the future, and especially how to conserve 
the prevailing prosperity, curb inflation, and most important of 
all—avoid a depression. But the important “facts” are, them- 
selves, “opinions” at best, as accountants well know. This is a 
worrisome matter to most. It was typically human that a scape 
goat had to be found for the lack of positive knowledge as to just 
where we are. Who would be a more propitious one than the 
accountant and his accounting methods? Hence the implications 
that the present accounting practices are behind the times and 
inadequate, that they do not show correctly the results of busi- 
ness operations, and many other accusations meaning substantially 
the same thing. 

Contributions the Profession Has Made to the Confusion 

In my opinion, the confusion could not have arisen if there were 
a proper general understanding of accounting by people who have 
now come to realize that they are so dependent on it. But let us 


be entirely frank. Let us admit that accountants are the only 
ones to blame for such a situation. I submit the following as 4@ 
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brief list of errors of commission and omission which have con- 
tributed to it: 
1. We have allowed laymen to feel capable and qualified to 
criticize us. We have not adopted a sufficiently dignified 
professional stature. 


2. We have left doors open for criticism through lack of 
consistency in some of our basic principles or postulates. 


3. We have allowed others to influence us on policies and 
principles. 

4. We have failed in teaching what accounting really is and 
stands for. 


It is the fourth point which really concerns me because, until 
this failure is rectified, little progress will be made with the first 
three. Well then, what have been the defects in the way in which 
we have held accounting up before the public at large? 

There are those, currently much heard, who claim too much 
for it. For. instance, one accounting author, a staunch supporter 
of standard cost and one of historical cost’s stronger critics, claims 
that standard costs may be used as “an instrument of profit con- 
trol.” But is accounting expected to control profits or to reveal 
profits? He also writes, “Thus everything is planned for and 
subjected to rigorous control.” Such assertions can mislead. I 
would say that everything is subject to rigorous control except 
sales volume and prices, raw material costs, labor, and taxes, not 
counting acts of God. I cannot help but feel strongly that state- 
ments like those quoted justify public distrust of accounting. Of 
course, standard costs, as a system of budgetary control, are an 
important tool in the hands of management and the accountant. 
As the Committee on Research of N.A.C.A. set forth at the 
outset in its Research Series No. 11 “A Reexamination of Stand- 
ard Costs”: “While this study deals with standard costs, it is 
based upon the premise that such standards complement rather 
than replace actual costs.” It is the overextension of valuable 
administrative tools that I believe is undesirable in accounting 
and in representing what accounting can do. Such overextension 
contributes to an impression that accounting is an adjustable 
and pliable instrument in the hands of accountants and manage- 
ment. 
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Unwarranted Assumption of an Economic Role 

The misconception begins to assume considerable proportions 
as related to the major economic problem of today, inflation and 
its as yet undisclosed aftermath. There have been many to come 
forward and claim that accounting and economic change have 
close and even causative or curative relationships. A number of 
accountants, with boldness and determination, have accepted a 
challenge from outside and a responsibility—which speaks very 
highly for their courage—but I am afraid that more harm than 
good will come to us as a profession and to the economic world, if 
we undertake to solve through accounting a problem that accoynt- 
ing is not in a position to solve. The problers, you have probably 
surmised, is the effect on business of the changing economic 
cycles. 

The moot question which we confront is whether accounting 
can be revised and changed so as to resulve, within itself, the 
violent alternatives caused by the changes in the economic cycles. 
In other words, will it be possible to check and prevent inflation 
and depression by the comprehension engendered through ac 
counting devices? Through all the literature that I have consulted, 
I do not recall having seen the question so bluntly presented, but 
I believe that is what it comes to. It is almost a 100 to 1 bet that, 
seeing it so expressed, accountants will answer unanimously in 
the negative. However, as mentioned, some of our best men have 
accepted the challenge and have proposed various plans to cope 
with it. 

The Boundaries of Accounting 

It is my belief that much of the misinterpretation and confusion 
which exists within and without the profession could be definitely 
cleared up if, through our official organs and by means of articles 
and speeches, we made a clear, comprehensible, and definite state- 
ment as to what accounting can and will do and where our re 
sponsibility ceases. If this were done, I am sure it would become 
clear that it falls to the financiers, economists, and management 
to carry the ball and see to it that the necessary steps are taken 
to insure the permanence of business enterprises. I am per 
fectly aware that pronouncements in this direction have been made 
before, but I suggest that we revise our past expressions of policy 
and principles, eliminate the inconsistencies that have crept in, and 
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establish ourselves firmly in our territory without leaving any 
openings through which we might be attacked. . 

In such a statement, I think it would have to be definitely 
admitted and announced that accounting is nothing more nor less 
than a careful, methodical, classified recording of past economic 
events. In other words, it must be put forward as a canon that 
accounting is and should continue to be purely historical. This 
declaration may not sound entirely new and it is not. However, 
what is new is the suggestion to revise some accepted concepts 
and principles that do not exactly comply with this declaration. 

In support of my line of thinking, I offer here two statements 
made by noted accountants which clearly indicate that cost is the 
only logical and natural basis of accounting and that only in a 
fruitless effort to solve economic problems through accounting, 
have we been gradually fading away from historical costs. Mr. 
Edward A. Kracke, a partner of Haskins and Sells, said in an 
article on “Valuation of Inventories,” “As a matter of fact, it is 
cost which is the initial consideration, cost which would be the 
legical, the simple rule, if we were not harassed by that evil spirit 
of our present-day economy, ‘price level changes.’”” Col. Robert 
E. Montgomery, well known as a forceful and pungent writer, 
stated in the December, 1947, issue of The Journal of Account- 
ancy: “We seek the truth in accounts. That means past transac- 
tions. We never have and never will assume to know whether or 
not the future price level, the future dollar, the future demand 
for inventories will insure sales or profitable use of facilities be- 
yond or equal to balance-sheet dates.” When it comes to dealing 
with the principal elements which have crept into accounting 
theory and practice and which are inconsistent with the foregoing 
forthright expressions, our attention is focused at once on in- 
ventory valuation and depreciation. We will consider each of these 
and see what is abroad that is contrary to the cost basis of 
accounting. 

Departures from Cost: I. Cost or Market 

We all know that such admitted rules of inventory pricing as 
“lifo,” “base stock,” etc., as well as the time honored “cost or 
market,” are all departures from historical costs. Accounting Re- 


search Bulletin No. 29 of the Committee on Accounting Proce- 
dure of the American Institute of Accountants, which treats the 
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subject of inventory pricing, expressly admitted that reducing 
inventory to market, although acceptable and traditional practice, 
is a modification of the pure cost principle. If we adhere strictly 
to historical costs, to events that have actually happened during 
the reported period, the only acceptable basis for inventory pricing 
would be “fifo” or average cost. 

The fundamental thought in the “cost or market” rule is on 
of conservatism and, for management’s stewardship, conservatism 
is a highly desirable quality. However, I contend that it is not 
accounting’s function to give effect in the books to adjustments 
based on the estimated outcome of future events. Who knows 
exactly at what price the inventory is going to be sold? Markets 
may change within a few hours. Are we warranted in charging 
one period with the loss in the market replacement value of the 
inventories on hand plus selling expenses and a margin for “nor- 
mal” profit, so that the ensuing period may show a profit? If, 
in the name of conservatism, we shift profits from one year to the 
the other, how can we expect the laymen to place much reliance 
on our statements and reports? In the name of what sound 
accounting principle do we indulge in this profit shifting? 

There is no such accounting principle. It is done simply om 
the economic assumption that businesses operate for profit. But 
why should we confuse economics with accounting? Accounting 
follows and registers economic events, but accounting is not ec 
nomics and cannot possibly take its place. I am not against con- 
servative management. I do not advocate that the accountant 
accept without comment inventories priced on the basis of his- 
torical cost when such cost is higher than replacement cost or 
selling price, or even if, being below selling price or replacement 
cost, the margin between cost and selling price does not cover the 
selling expenses and gross profit margin which must be available 
for all other expenses, taxes, and profits. However, it is one thing 
to comment on facts, by footnotes, reports, or otherwise, and 
another thing to give effect in the accounts to unrealized losses. 


Departures from Cost: Il. “Lifo” 

Let us now take a look at “lifo.” My opposition to “life” 
emanates from purely accounting concepts. It is not management 
judgment nor the economics of the matter that I question. My 
objection is based solely on the fact that management's policies, 
even if founded on sound economic grounds, should not be er 
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bodied in accounting where they do not belong and where they 
contribute to the discredit of accounting by shifting profits, thus 
preventing accounting from rendering really useful reports. “Lifo” 
was devised, as we know, to cope with changing prices and even 
its most ardent advocates agree that, if prices remained steady, 
with small fluctuations only, there would be no need for it. Why 
should accounting smooth out price fluctuations? 

Mr. Wyman P. Fiske very aptly stated in his paper on “In- 
ventory Reserve Plans”: “Price fluctuations are familiar to busi- 
nessmen, all of whom recognize price oscillations as a profit factor, 
serving at times to expand profits, and at other times constitut- 
ing a source of major loss.” Again, Ernest A. Carlson, writing 
on “The Use of Reserves to Equalize Corporate Income,” in the 
N.A.C.A. Bulletin for September 1, 1947, says in connection 
with the provision of reserves for price declines: “The provisions 
for reserves for price declines are . . . for the purpose of equaliz- 
ing the effect of this normal risk (price fluctuations).” If this 
philosophy were carried to its extreme, we would eventually 
see a published income statement reflecting, as a final amount, 
the adjustment of actual income to “budget,” “standard,” or 
“normal income.” The obvious question that comes to the mind 
of the layman is “Why bother to keep books at all ?” 

Furthermore, “lifo” completely ignores the fact that a com- 
petent, informed, and alert management may foresee a price 
increase and invest heavily in inventories, thus making profits 
where others, less competent or capable, might have to replenish 
their inventories at higher prices. Similarly, inventories may be 
allowed to shrink to the point of almost complete exhaustion to 
avoid purchases at high prices and to profit by anticipated price 
declines. The market fluctuations, the economic cycles, and the 
changes in the purchasing value of the currency are economic 
facts with which every businessman and every adult citizen must 
reckon and with which he must be prepared to cope. 


Departures from Cost: Il. Base Stock Valuation Method 


For a very brief view of what the effects of the normal or base 
stock inventory method are, I would like to quote from writings 
of a comptroller of a leading industrial corporation with respect 
to his company’s experience with this method in the inflation and 
depression that followed the first world war. He writes, “The 
normal stock method of valuation of inventory has proved to be 
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a very large factor in leveling the gains and losses over a period 
of abnormal price conditions such as that which prevailed during 
the years 1916 to 1921. . . . Inasmuch as we had never taken any 
book profits on this rise in price, we did not have to take any book 
losses. . . . Such a showing of profits . . . would have created an 
irresistible demand for extra cash or stock dividends ; it would have 
justified extreme demands for increases in salaries as well as 
wages; in short, it would have promoted extravagance and waste. 
.. . The result was that in 1920, the company was in the fortunate 
position of not being compelled to either lower the dividend raie 
or to decrease the salaries of any of its employees.” (Italics sup- 
plied) It can readily be derived from the foregoing that, contrary 
to one of accountancy’s most cherished and important principles, 
the base stock inventory valuation method is a profit equalizer. 

My suggestion for inventory pricing would be to modify its 
present status and recommend that the only methods acceptable 
from a strict historic cost basis be “fifo,” in cases in which the 
articles forming the inventory are identifiable, or weighted aver- 
age cost in other cases. Of course, as a matter of economic or 
management policy, all the reserves that are deemed necessary 
could be set up from earned surplus, but this would reflect a 
financial policy, not an accounting stewardship. 


Departures from Cost: IV. “Depreciation” on Replacement Values 


Since “lifo” came to receive such wide use and particularly in 
view of the fact that it obtained the approval of the accounting pro- 
fession and was allowed for tax purposes, it finally dawned on the 
minds of management personnel and economists (with a fair 
measure of support from the accounting fraternity) that fixed 
assets should be “depreciated” according to their current value 
and not on the basis of their original or historical cost. To sub- 
stantiate this theory reference was made to the “changing value 
of the dollar” and claim advanced that, since it would cost so much 
more than original cost to replace the assets today, “depreciation” 
should be based on current value so as to show costs—and profits 
also—at current price levels. 

Aside from the confusion caused by the improper classification 
—if shown at depreciation—of the suggested charge to operations 
to absorb the economic loss produced by a temporary reduction in 
value of the currency, it is clear that such an operation is entirely 
outside the scope of accounting. If we adhere to the historical 








prof 








a period 


ken any 
ny book 
eated an 
uld have 
well as 
d waste. 
ortunate 
end raie 
ics sup- 
sontrary 
inciples, 
jualizer. 
dify its 
ceptable 
hich the 
sd aver- 
omic or 


-eflect a 


Values 
larly in 
ing pro- 
1 on the 
a fair 
at fixed 
it value 
To sub- 
g value 


ciation” 








NOVEMBER, 1949 251 
cost principle, i.e., to the norm that only realized profits or losses 
can be entered on the books, such fluctuations in currency value or 
purchasing power are merely economic facts to be reckoned with 
by the businessmen in their financial policy but not to be recorded 
in the books of account. Accounting Research Bulletin No. 5 of 
the Committee on Accounting Procedure of the Institute, issued 
in April 1940 and dealing with “Depreciation on Appreciation,” 
was very clear on the subject, as it will be seen from the follow- 
ing excerpts: “Accounting for fixed assets should normally be 
based on cost, and any attempt to make property accounts in gen- 
eral reflect current values is both impracticable and inexpedient. 
Appreciation normally should not be reflected on the books of 
account of corporations. . . . It should be added that in many 
cases the object sought (recognition of appreciation) could be 
better obtained by explanatory notes.” 

I have accepted for use here the word “depreciation,” to include 
proposed charging into costs of portions of replacement value, 
only because it has been so used in every article that I have read 
on the subject. I am strongly inclined to believe that it is a mis- 
nomer to designate as “depreciation” the absorption into cost of 
the estimated loss on purchasing power of currency. In this connec- 
tion, it may be well to invoke authority and I offer the definition of 
depreciation accounting suggested by the Committee on Terminol- 
ogy of the American Institute of Accountants, which reads, in part, 
as follows: “Depreciation accounting is a system of accounting 
which aims to distribute the cost or other basic value of tangible 
capital assets, less salvage (if any), over the estimated useful 
life of the unit (which may be a group of assets) in a systematic 
and rational manner. It is a process of allocation, not of valuation, 
etc.” Whatever the advisabiilty or correctness of the theory of 
covering the estimated loss on fixed assets caused by the dimin- 
ished purchasing power of the dollar, it is clear to me that the 
charge, if made, should be carried to a specially designated account 
and not mixed with depreciation. 


Tenets of the Cost Principle 


To sum up my suggestions, I would submit to the accounting 
profession the following steps : 


1. Definite adoption of historical costs as the only basis of 
accounting. 
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. Revision of all accounting principles set forth to date 

to comply with the above rule. - 

3. A precise declaration that accounting can deal only with 
and reflect operations in dollars, irrespective of the fluc 
tuations of the purchasing power of the dollar, and that, 
therefore, the ultimate results of accounting statements 

will be expressed in dollars, without any adjectives, quali- 

fications, or modifications. 


4. Accelerated revision of accounting terminology so as to 
avoid confusing terms or the inclusion of two or more 
accounting concepts in one term. 

5. A declaration that accounting is not to be confused with 
economics and that the accountant, although usually well 
qualified to interpret and prepare economic data, is not 
an economist when dealing with accounting. 

6. Pronouncement that accountants are firmly convinced 
that accounting statements, prepared according to the 
above set of rules and principles, are the necessary factual 
statements from which all individuals and groups con- 
cerned with economic events can obtain their basic im- 
formation. (From there on businessmen, economists, and 
financial analysts can make their own deductions on the 
possible effect of future economic changes and can adopt 
or recommend the policies they deem adequate to cope 
with prognosticated events. ) 


If the policy embodied in these six steps is adopted, I feel 
reasonably sure that accounting and the accounting profession 
will be accorded increased respect. Our statements will enjoy the 
public’s confidence and we will cease to be the scapegoat of all 
those who, in their search for an ideal, utopian, and nonexistent 
solution to the desired leveling off of economic cycles, blame 
accounting for not living up to what they unreasonably expect. 
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CORPORATE FINANCIAL REPORTING—SELECTIVE STUDY OF 
ANNUAL. STATEMENTS FOR 1948 
by JOHN B. INGLIS, 


Partner, Price, Waterhouse & Co., 
New York, N. Y. 


On what bases to value inventories, compute depreciation, and 
determine earning to achieve fair presentation in annual- 7 
statements? The problem confronts the great majority of com- 
panies as 1949 draws to a close. The accompanying article cites 
treatments from reports for 1948 of a number of American in- 
dustrial companies and offers comment to point up the considera- 
tions involved. 


AS 1949 enters its final quarter, I would strongly recommend 
that all industrial accountants review the 1948 reports of 
their competitors, if they do not already have a procedure for 
doing so, and that public accountants review the reports of com- 
panies which are in the same lines of business as their clients. 
Such reviews, where made, will inevitably yield interesting com- 
parisons and useful information with which to assist the company 
in its preparations to publish 1949 results. 

In this paper, which is based on a review of the reports of all 
important listed companies and many unlisted ones such as is made 
each year in our office, it will be necessary to focus our attention 
on specific areas related to the annual report problems of corpora- 
tions and to cite and comment on treatments in these areas. The 
problems which have greatest moment appear to me to be: 

1. Proper pricing of inventories in what appears to be a 
period of declining prices and greater competition. 

2. The adequacy of depreciation charges in view of the 
greatly increased cost of construction of new plant and 
equipment. 

3. The determination of income for the year. 


It must be acknowledged at once that any one of the foregoing 
problems would be a subject by itself. However, even by dealing 
very briefly with each of them, we can perhaps get a helpful sense 
of direction from the contents of reports of selected companies. 
253 
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Use of Inventory Reserves 


In the reports for 1948, quite a number of companies showed 
their concern for the values at which inventories are carried by 
making appropriations out of surplus for reserves for inventory 
price declines. It is interesting to observe that, while a few com- 
panies made such charges against net income for the year, the 
majority created these reserves out of surplus. This is doubtless 
due, at least in part, to the position taken by the Committee on 
Accounting Procedure of the American Institute in its Bulletin 
No. 31 on “Inventory Reserves” issued the year before (October 
1947). In this bulletin the committee expressed the opinion that 
inventory reserves, such as those created: 


“(a) for possible future inventory losses on inventories not 
on hand or contracted for, or 
(b) without regard to any specific loss reasonably related 
to the operations of the current period, or 
(c) for the purpose of reducing inventories other than toa 
basis which is in accordance with generally accepted 
accounting principies, 
“are of such a nature that charges or credits relating to such 
reserves should not enter into the determination of net income 
and that they should not be used to relieve the income account 
of any year.” 


: As a result of the views expressed in this bulletin, it is now 
considered to be accepted accounting practice to provide inventory 
reserves only for losses attributable to inventories on hand at 
the balance sheet date under conditions then prevailing. One 
company, which apparently had provided reserves for inventory 
price declines in prior years, explained in its annual report that it 
could not use these reserves for the purpose for which they were 
created, as follows: 


“The reserves for Contingencies and Inventory Price Decline 
appearing on our Balance Sheet could not be used for the 
purposes for which they were originally created because of 
the position now taken by the Securities and Exchange Com- 
mission which requires that all charges occurring during 
1948 be made against that year’s earnings. Your Board of 
Directors will undoubtedly restore these reserves to Earned 
Surplus.” (A P W Products Company, Inc.) 
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Another company which experienced inventory losses and had 
set up a reserve in 1947 to absorb such losses, found in 1948 that 
the reserve was unnecessary and therefore restated the profit for 
the prior year with an explanation in its 1948 report which reads 
as follows: 


“Out of earnings of 1947, an estimated reserve of $2,500,000 
was provided to absorb the adverse effect of anticipated 
downward movements of corn and soybean prices. The losses 
sustained as the result of such downward price movements 
were less than had been anticipated and were absorbed in 
1948 operations, and accordingly the aforementioned reserve 
was eliminated from the accounts. This has had the effect 
of increasing by $2,500,000 the amount previously reported as 
net profit for 1947.” (A. E. Staley Manufacturing Company) 


It is interesting to note that there is now a realization that re- 
serves for inventory price declines are created out of surplus and 
are in fact nothing but segregation of surplus, accorded such rec- 
ognition by classification in the balance sheet. Their sole purpose 
is to serve notice on the stockholders that a certain amount of 
surplus (or accumulated earnings) is not considered to be free 
and available for dividends. It therefore follows that when losses 
occur in respect of inventories which were on hand at a previous 
balance-sheet date they must be charged to current income for 
the period and not to one of these reserves. One company which 
suffered substantial inventory losses, included an explanation in 
its annual report as follows: 


“Attention to our earnings statement discloses the fact that 
earnings were less in 1948 than in 1947. That was to be 
expected from the conditions under which we operated. A 
high-cost inventory to be sold during a period of declining 
production costs is not conducive to profitable operation.” 
(Pet Milk Company) 


The same company had a reserve for possible inventory losses 
which had been appropriated out of surplus in prior years. It was 
reversed by a credit to surplus in the year 1948. Under current 
accounting practice, as indicated, such reserves, cannot be used 
to absorb losses on inventories which were not on hand when 


they were set up. 
It is, of course, good accounting practice, as it always has been, 
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to write inventories down to market at the balance-sheet date. In 
determining market, consideration must, of course, be given to the 
trend of prices and the salability of the inventory for a reasonable 
time after the balance-sheet date. In year-end accounts for 1948, 
there were many cases where substantial price declines occurred 
after the balance-sheet date which had to be considered in pricing 
inventories at the year end. 


Cost or Market—Current Interpretations 
In discussing the pricing of inventories, I should like to refer 
briefly to the bulletin on “Inventory Pricing” which was issued by 
the Committee on Accounting Procedure as Bulletin No. 29 in 
July 1947, preceding the bulletin on “Inventory Reserves” which 
has been cited. The object of this earlier bulletin was to set forth 
principles which, if generally adopted as the committee hoped, 
would result in a greater degree of uniformity in inventory pric- 
ing, particularly in respect of write-down from cost to market 
value. The broad objective of the committee, as expressed in 
this and several of its more recent bulletins, is to narrow the area 
of difference in income determination. 
The bulletin takes the position that the term “market” is 
“to be interpreted as indicating utility on the inventory date 
and may be thought of in terms of the equivalent expendi- 
ture which would have to be made in the ordinary course at 
that date to procure corresponding utility. As a general guide, 
utility is indicated primarily by the current cost of replace- 
ment of the goods as they would be obtained by purchase or 
reproduction. . . . Replacement or reproduction prices would 
not be appropriate as a measure of utility when the estimated 
sales value, reduced by the costs of completion and disposal, 
is lower, in which case the realizable value so determined more 
appropr‘ately measures utility. Furthermore, where the evi- 
dence indicates that cost will be recovered with an approxi- 
mately normal profit upon sale in the ordinary course of busi- 
ness, no loss should be recognized even though replacement 
or reproduction costs are lower.” 


The considerations involved in cost or market determinations 
reflected in the foregoing passage from Bulletin No. 29 perhaps 
deserve restatement and, in fact, such restatement is given later in 
the bulletin, itself, in the following terms : 
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“As used in the phrase ‘lower of cost or market,’ the term 
‘market’ means current replacement cost (by purchase or by 
reproduction, as the case may be) except that: 

(1) Market should not exceed the net realizable value 
(i.e., estimated selling price in the ordinary course 
of business less reasonably predictable costs of com- 
pletion and disposal) and 

(2) Market should not be less than net realizable value 
reduced by an allowance for an approximately nor- 
mal profit margin.” 


























The last point needs some explanation, as there seems to be 
an impression in some quarters that the bulletin permits inven- 
tories to be written down to an amount which would permit a 
normal profit. If you study the language carefully, you will see 
that that is not so. All the bulletin does is to establish a floor below 
which inventories should not be written down. Expressed in other 
words, if market is less than the net realizable value reduced by 
an amount for normal profit, inventories should not be written 
down to market. On the other hand, if the net realizable value 
reduced by an allowance for approximately normal profit is be- 
low market, inventories should not be written down below 
market. 

The foregoing paragraphs have set forth the general princi- 
ples which should be applied in determining market. Specific de- 
terminations of market value require a knowledge of all the facts 
and the exercise of judgment. A recent case which came to my 
attention involving the determination of market may be of inter- 
est. The basic commodity which the company used declined se- 
riously in price subsequent to the year end. However, the inven- 
tory of raw materials of this commodity at the year end were 
sufficient only for the orders on hand at that date, and these were 
all at firm sales prices. It was concluded that it was not necessary 
to write these inventories down to what appeared to be market. 

There are cases today ‘where the market value of certain prod- 
ucts, particularly newly-developed products, may be very difficult 
to ascertain. A few companies manufacturing newly-developed 
products have already found themselves in serious difficulties due 
to the lack of acceptance of these products by the public. In one 
recent case in which the auditors found that they could not deter- 
mine market values, it was necessary for them to include a cen- 
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tral paragraph in their certificate outlining the situation as far 
as the marketability of the products of this particular company 


was concerned. 


Sundry Problems in Inventory Valuation 


While the determination of market is one of the most important 
questions with which we are concerned today in inventory pricing, 
in particular because prices are declining, there are other matters 
dealt with in Bulletin No. 29 which merit attention. The bulle- 
tin recognizes that standard costs, if adjusted at reasonable inter- 
vals to reflect current operations, are an acceptable basis of inven- 
tory valuation. There is also the recognition that in some cases 
business operations may be such as to make it desirable to apply 
one of the acceptable methods of determining cost to a portion 
of the inventory, or components thereof, and another of the ac- 
ceptable methods to other portions of the inventory. Included like- 
wise is the following passage of basic significance in inventory 
valuation : : 


“the primary basis of accounting for inventories is cost. . .. 
As applied to inventories cost means in principle the sum of 
the applicable expenditures and charges directly or indirectly 
incurred i bringing an article to its existing condition and 
location.” 


Recognizing the difficulty of allocating certain types of costs 
and charges, the bulletin states that : 


“under some circumstances, items such as idle facility ex- 
pense, excessive spoilage, double freight, and rehandling costs 
may be so abnormal as to require treatment as current period 
charges rather than as a portion of the inventory cost... 
Except for the portion of general and administrative expenses 
that may be clearly related to production, it is generally ac- 
cepted accounting practice to include such items as period 
charges and to exclude them from inventory costs (product 
charges). Selling expenses constitute no part of inventory 
costs. . . . It should also be recognized that the exclusion of 
all overheads from inventory costs does not constitute an 
accepted accounting procedure.” 


This last statement is, in my opinion, very important and has 
not received the attention it deserves. It is the first time the 
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accounting profession has gone on record in disapproving the 
practice of excluding all overheads from inventory. It is impor- 
tant because it means that companies which follow the practice 
will have to accept qualified certificates from their auditors. 

In reviewing the reports for 1948, it is interesting to observe 
that there are few cases where there is evidence of substantial 
inventory losses having been sustained. Very evidently most 
managements, remembering the experiences of inventory losses 
in the 1920's, have attempted to review inventory prices carefully 
from time to time. The fact that the adverse effect of realized in- 
ventory losses has not been particularly evident up to the present, 
points to the necessity of continued review of inventory quanti- 
ties in order to avoid such losses in this period of declining 
prices. 

The use of “lifo” by many companies today may also account 
in part for the fact that inventory losses shown in corporate re- 
ports have not been as great as might have been expected in view 
of the decline of prices of many classes of items. It is not gen- 
erally realized that possibly 20 per cent of all corporate enterprises 
now follow the “lifo” basis in pricing inventories and that the 
percentage of larger companies on this basis is very much greater. 


Corporate Earnings and High Fixed Asset Replacement Costs 


The high costs of replacement of existing plant and the large 
current expenditures which are being made for new plant and 
equipment have accentuated the necessity for a reexamination 
of the basis of depreciation charges. In many cases today, plants 
are being constructed to produce to meet a current demand or 
market which it is expected will be maintained at its present level 
for only a few years. Under these circumstances, the question 
naturally arises as to why it should not be permissible to devise 
some reasonable method for charging off against the results 
of operations of these plants a fair proportion of their cost within 
that time. 

On the other hand, although construction costs have increased 
at least 100 per cent since 1938, it is interesting to note that in 
the 1920’s, after World War I, there was a similar increase as 
compared with the prewar figure. In the 1920’s, as many will 
recall, there were attempts to reflect current values in corporate 
accounts by appraisals. It will also be recalled that the practice 
of reflecting these appraisals in these accounts was later demon- 
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strated to be unsound and they were generally reversed in later 
years. Eventually the price level stabilized, then receded, and the 
accounting problems which had been posed by inflation disap- 
peared. Will economic history repeat itself so that we can continue 
conventional accounting for properties and depreciation, or should 
we consider new methods at this time? 

The possibility that the problem may be correcting itself as a 
consequence of large expenditures for property additions which 
are now being made is suggested in these comments from the 
annual reports of two companies : 


“This company’s management has also given this matter 
careful consideration and has decided to continue to base 
depreciation charges on the original cost of plant and equip- 
ment, which method is recommended by the public accounting 
profession. The company has retained a substantial portion 
of its earnings in recent years and has consistently followed 
a conservative depreciation policy—as indicated by the fact 
that the net plant value at the close of 1948 was less than the 
cost of additions during the past three years and less than 
seven times the amount of depreciation charged against in- 
come during the year under review.” (General Electric 
Company ) 

“There is a good deal of discussion about the necessity of 
writing down earnings by a provision for replacement cost 
of plant greater than that provided by depreciation allow- 
ances, approved by the Internal Revenue Department. During 
1948 we charged against earnings $343,949 more for depre- 
ciation allowance than can be deducted for tax purposes ; the 
basis for this was explained in our 1945 report. This fact 
and because the new assets costing $19,734,831 bought in the 
last three years are depreciated on costs which are on a high 
level, make us feel we are providing reasonable amounts for 
replacement.” (Scovill Manufacturing Company) 


Other companies have made attempts to give accounting recog- 
nition in corporate reports to the situation arising from increase 
in construction costs. A few companies have made appropriations 
for replacement cost of property out of earned surplus. These 
appropriations generally appear to be on a rather arbitrary basis. 
Their main purpose would appear to be to serve notice on the 
stockholders that a portion of the surplus is not available for divi- 
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dends and to assign a reason for this condition. A considerable 
number of companies included in their 1948 annual reports ex- 
planations of the necessity of retaining earnings so as to provide 
funds for replacement of property. One company offers the 
following : 


“While a superficial impression derived from the fact of 
increased earnings might suggest the payment of increased 
dividends to stockholders, such a course has not commended 
itself to your directors because of the increased costs of 
maintenance and betterment of the company’s productive 
facilities. Under normal conditions the funds for replace- 


_ ment of equipment worn out in use, are provided largely by 


depreciation reserves with respect to such equipment. Under 
existing conditions where replacement of equipment must be 
made at costs far in excess of original costs, it is obvious 
that depreciation reserves are wholly inadequate for such 
replacement, and that large sums of other money are required, 
even to maintain in status quo the efficiency of the company’s 
plants. Since it has been, and is, the policy of your company 
not only to maintain, but constantly to increase its productive 
capacity, the wisdom of a conservative policy with respect 
to distribution of earnings appears obvious.” (International 
Salt Company) 


Another company, in discussing the same subject made the 
following comment in its annual report: 


“It is not feasible and probably would be misleading to 
deviate from the existing practice in the accounting of cor- 
porations. Pending such time as the cost of new properties 
is stabilized or some new accounting method is generally 
accepted, the stockholder should realize that dollar earnings 
are affected to the extent that the depreciation reserves pre- 
viously set aside are inadequate to cover present replacement 
costs. It is essential, therefore, for corporations, during an 
inflationary period such as the present, to retain a greater 
proportion of the earnings shown in company statements 
than has been necessary in previous years.” (The Pure Oil 


Company) 


A different approach to the problem is suggested in the follow- 
ing excerpt from the annual report of another company: 








“Under the regulations of the Internal Revenue Depart 
ment, your company is required to limit depreciation charges 
for tax purposes to the application of experienced rates of 
depreciation based on original cost. The financial statement 
submitted in this report and the financial statements submit- 
ted to our stockholders in the past have reflected deprecia- 
tion charges determined on that basis. The management be- 
lieves, however . . . that the Federal Government should take 
the necessary steps to provide for greater flexibility in the 
handling of depreciation charges. In that way some relief 
could be afforded to business in the amortization of present 
high construction and equipment costs since capital expendi- 
tures by industry are an important factor in an expanding, 
profitable national economy.” (United States Pipe and Foun- 


dry Company) 


A fourth company has the following comment in its annual 
report: 

“It is clear, therefore, that if a company is to remain com- 
petitive, it will have to replace old machinery and equipment 
at these substantially higher costs, and it can only do so 
through higher earnings or additional financing, or a com- 
bination of both. Your company has chosen the last alterna- 
tive, believing neither that all capital needs should come out of 
earnings to the detriment of dividend disbursements, nor that 
all funds required should be made available through new 
financing, which would create a capital structure burdensome 
in less active business times.” (Container Corporation of 
America) 


The Case for Depreciation on Cost 


The problem of charges for depreciation under inflationary 
conditions first received the active consideration of management 
in 1947 when the effects of high construction costs were first felt. 
There are many comments in corporate reports for that year 
similar to the ones which have been given here, and some com- 
panies in addition provided reserves for depreciation on replace- 
ment cost by charges to earnings. The whole question was con- 
sidered at length by the Committee on Accounting Procedure 
and two informal statements were issued. In December 1947, 
Bulletin No. 33, covering the same ground as the statements, was 
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art issued on “Depreciation and High Costs.” In it the following 
rges opinion was expressed : 
s of “It would not increase the usefulness of reported corporate 
nent income figures if some companies charged depreciation on 
al appraised values while others adhered to cost. The Com- 
Cla- mittee believes, therefore, that consideration of radical 
be- changes in accepted accounting procedure should not be un- 
take dertaken, at least until a stable price level would make it 
the practicable for business as a whole to make the change at the 
lief same time.” 
sent 
ndi- After considerable study of the problem, another statement was 
ing, issued on October 14, 1948, expressing the same point of view. 
yun- The viewpoint was further offered that “Any basic change in the 
accounting treatment of depreciation should await further study 
of the nature and concept of business income.” The committee 
ual also expressed its disapproval of immediate write-downs of plant 
cost by charges against current income of amounts believed 
om- to be excessive or abnormal plant costs occasioned by current price 
ent levels. However, the committee did indicate that plants expected 
$0 to have less than normal useful life could be properly depreciated 
om- on a systematic basis relating to economic usefuiness. 
na- The Securities and Exchange Commission supported the posi- 
t of tion taken by the American Institute of Accountants and issued 
hat deficiency letters to all companies which made special charges for 
lew depreciation on replacement cost before arriving at net income for 
me the year 1947. Largely as a result of the position taken by the 
of Institute and the Commission, companies avoided making charges 
for depreciation on replacement cost against net income for 1948. 
Activity Basis for Depreciation; Tax Angles 
ary While a few companies have based their depreciation charges 
ent to some extent on activity factors, quite apart from problems posed 
elt. by inflation, the review of 1948 reports showed use of this basis 
ear to be on the increase. The method has, I believe, considerable 
m- merit and accomplishes the purpose of legitimately increasing 
ce- depreciation charges in the early years of life of an asset when 
on- its productivity and earnings therefrom are greatest. Although it 
ure has been common for companies to adhere to straight-line depre- 
47, ciation because it has been the basis generally allowed for tax 
Purposes, a diminishing balance method of depreciation or one 
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based on activity factors, has long been good accounting practice, 
It would, in my opinion, be a constructive development if more 
companies adopted such bases. 

If either of these bases were used to a greater extent, it is 
possible that it might become recognized for Federal income tax 
purposes. The same is not true of depreciation on current costs. 
There would have to be considerably greater inflation before 
Congress would recognize a higher price level as a basis for de- 
preciation for tax purposes. In France, for example, the current 
construction index is—at this writing—some goo per cent above 
prewar levels. Obviously it was necessary to recognize such an 
increase as a basis for property and depreciation charges and 
that was done by governmental decree on May 15, 1948. 

It is interesting to observe that in Canada, Great Britain, and 
Sweden additional depreciation allowances for income tax pur- 
poses are permitted in the earlier years of the life of an asset. 
In Canada, a taxpayer is permitted to take special depreciation 
on assets built or acquired during the period from November 
1944 to March 31, 1948. On these facilities the taxpayer can take 
no more than double nor less than half normal depreciation from 
year to year until 80 per cent of the cost is absorbed, the balance 
to be written off at normal rates. Since 1944, special depreciation 
allowances have been granted in Great Britain on expenditures 
made on or after April 6, 1946. On machinery, an initial allow- 
ance of 20 per cent is provided for in the year in which the ex- 
penditures are made. Furthermore, under the system of taxation 
in Great Britain, if the profits of the year from which any of the 
depreciation allowances are to be deducted, are insufficient to ab- 
sorb the whole amount, the excess may be carried forward and 
added to the allowances of the next year and so on from year 
to year withort time limit. In Sweden, since 1938, corporations 
may, on application to the tax commissioner, be granted the right 
to take depreciation deductions in accordance with the write-off 
made in their books, regardless of the write-offs provided in any 
depreciation schedule previously deposited with the commissioner. 

One of the first American companies to blaze the trail in taking 
higher depreciation in the earlier years of the life of an asset was 
Chrysler Corporation in its 1947 accounts, when it adopted a plan 
of writing off certain costs over a three-year period, the three 
years being the period during which the company expected to have 
the maximum demand for automobiles for which these costs were 
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incurred. In 1948, several companies adopted depreciation poli- 
cies based on activity factors and in recognition of current con- 
struction costs. Excerpts from the annual reports of two of these 
companies will serve for examples of this treatment and its present 
applications : 

“It is the policy of the company to depreciate fixed assets 
over their estimated useful lives. Effective January 1, 1948, 
however, instead of the straight-line method heretofore used, 
it has been decided to allocate depreciation over future years 
based upon activity of each year as related to ‘normal’ activity. 
For this purpose the average activity for the twenty years 
ended December 31, 1943, has been chosen as representing 
‘normal.’ The depreciation charged for the year ended De- 
cember 31, 1948, is $95,721 in excess of what the charge 
would have been if the previous policy has been continued.” 
(General Railway Signal Company ) 

“The accelerated depreciation is applicable to the cost of 
postwar facilities in the first few years of their lives, when 
the economic usefulness is greatest. The amount thereof is 
related to the excess of current operating rate over U. S. 
Steel’s long-term peacetime average rate of 70 per cent of 
capacity. The annual accelerated amount is 10 per cent of 

‘the cost of facilities in the year in which the expenditures 
are made and 10 per cent in the succeeding year, except that 
this amount is reduced ratably as the operating rate may 
drop, no acceleration being made at 70 per cent or lower 
operations. The accelerated depreciation is in addition to the 
normal depreciation on such facilities but the total de- 
preciation over their expected lives will not exceed the cost 
of the facilities.” (United States Steel Corp.—Fourth Quar- 
ter Report). 


Income Determination and Contingency Reserves 


The interest in and emphasis on the income account has risen 
to the point where, in the minds of many, it is the principal item 
in the annual report. It is interesting to note that of the 37 bulle- 
tins issued by the Committee on Accounting Procedure, eleven 
deal with the contents of the income account. The general ob- 
jective of the committee has been to narrow differences of opinion 
regarding items which may be included in or excluded from de- 
termination of net income. This endeavor takes on especial im- 
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portance when it is considered that the results of corporate enter- 
prise are a matter of concern today, not only to the stockholders 
of a corporation and its directors but also to economists, labor, 
politicians, government bureaus, accountants, and the general pub- 
lic. All of these groups carefully study and analyze the results 
of business. Because of this interest, the uses to which the figures 
are put are many and diverse. The labor unions analyze them, 
statisticians and government bureaus summarize them, and many 
actions significant to our economic life are predicated upon them. 
During the last two years the Committee on Accounting Pro- 
cedure has issued three bulletins having the objective of discour- 
aging arbitrary charges against net income, made to provide re- 
serves which are in fact nothing more than segregations of profits 
retained in the business. These bulletins are Bulletin No. 28, 
“Accounting Treatment for General Purpose Contingency Re- 
serves,” issued in July 1947, and Bulletins Nos. 31 and 33 men- 
tioned earlier in this article, dealing with “Inventory Reserves” 
and “Depreciation and High Costs,” respectively. This leaves 
Bulletin No. 28 still to be commented on. Under this bulletin, it 
is no longer accepted accounting practice to provide reserves for 
general contingencies by charges against income for any of the 
following purposes : 
“(a) for general undetermined contingencies, or 
(b) for a wide variety of indefinite possible future losses, or 
(c) without any specific purpose reasonably related to the 
operations for the current period, or 
(d) in amounts not determined on the basis of any reason- 
able estimates of costs or losses.” 


However, nothing in the bulletin precludes the setting up of a 
reserve for contingencies provided it is reasonably related to the 
operation for the period and there is some basis for its determina- 
tion such as liability under pending lawsuits. 


Appropriations from Income and T beir Presentation 

As a result of the issuance of these three bulletins disapproving 
charges against current income for reserves for general contin- 
gencies, or for the possible effects of economic conditions or 
future events on fixed assets and inventories, the practice arose 
of making appropriations for these purposes out of income for 
the year or from surplus. An interesting repercussion appeared in 
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annual reports for the year 1947. In the accounts of many com- 
panies, after the item of net income, there was made what were 
described as “Appropriations to reserves for inventory valuations,” 
“contingencies,” or “excessive depreciation.” The final figure was 
described as “balance for the year,” or some such term. In many 
cases the earnings per share and the statistical information which 
was included in the president’s report to stockholders was based 
on the balance of net earnings rather than the net income for the 
year. There was a considerable amount of confusion in the minds 
of the public as to what was really the figure of net income for the 
year as a result of the use of this device of making appropri- 
ations out of net income. 

The problem was considered by the Committee on Accounting 
Procedure and in October 1948 it issued its Bulletin No. 35 with 
the object of discouraging forms of income statement that would 
lend themselves to misinterpretation. In particular, it discouraged 
the practice of showing immediately after net income an appro- 
priation as a reserve for contingencies or inventory reserves, etc. 
This bulletin was subsequently supported by the New York Stock 
Exchange in a letter to all listed companies under date of January 
10, 1949, in which it endorsed the principles stated in the Bulletin 
and requested the cooperation of all listed companies. A review 
of the reports for 1948 indicates that there has been substantial 
compliance and that the practice of deducting appropriations im- 
mediately after the figure of net income has largely been discon- 
tinued. One company, in recognition of the letter from the Stock 
Exchange, made the following comment in its annual report to 
stockholders : 

“Following a suggestion made by the New York Stock 
Exchange to all corporations whose securities are listed on 
that Exchange, the Income Statement is presented without 
deduction for additions made during the year to the General 
Reserve for Contingencies.” (American Woolen Company) 


In one or two cases where companies refused to change their 
practice, comments such as the following were made in auditors’ 
certificates : 


“During the year 1948, the reserve for contingencies was 
reversed. This reversal is reported in the accompanying 
Statement of profit and loss as an addition to, but after the 
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determination of, the net profit for the year. While this 
method of reporting has been recognized in the past, the 
Committee on Accounting Procedure of The American In- 
stitute of Accountants recently has recommended that items 
of this nature should not be shown in the statement of profit 
and loss, but should be dealt with only in the statement of 
earned surplus. In our opinion, such treatment would have 
been preferable in this case.” (Powdrell & Alexander, Inc. 
























the following in the order given: appropriations for reserves, 
dividends, balance of profit transferred to earned surplus. Such 
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Partly as a result of the issuance of Bulletin No. 35 and in diff 
f recognition of its requirements, a number of companies have in- a? 

i troduced into their financial statements a new statement entitled The 
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i Statement of Disposition of Net Profit.” This statement starts and 
' out with the figure of profit for the year, after which it shows Fed 


| f a statement has considerable merit and should help in preventing T' 
is misconceptions as to the amount of net income for the year. 1 
of 1: 


Reporting Problems Soon to be Faced Again 


Fi of n 
i The problems which have been touched on in this paper will port 
. have to be faced anew for 1949. In this discussion, I have en- Clay 
' deavored not to give any specific solution to any of them but to f 
2 merely to pose them and to acquaint the reader with some points com 
ie of departure provided by treatments in reports to stockholders om 
| ; for the year 1948. Viewpoints concerning these problems will no indi 
if doubt continue to change. For this reason, it is probably worth petit 
i while to restate here the principle transcending all others against Con 
ie which company annual reports must be measured. It is the prin- 
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ciple of fair and adequate presentation. 

















COVERAGE AND COST PROVISIONS OF THE 
ROBINSON-PATMAN ACT 


by J. BROOKS HECKERT, 
Professor of Accounting, Ohio State University, 
e’umbus, Ohio. 


Providing first a review of the provisions of the Robinson- 
Patman Act in general and in relationship to justification of price 
differentials through cost differentials, the author of this paper 
approaches the problems of cost allocation and analysis posed by 
the law and court decisions which have been rendered under it. 
The article closes with a brief list of observations on “the nature 
and form of cost defenses” intended for presentation to the 
Federal Trade Commission. 


i Clayton Act of 1914 and the Sherman Act of 1890, 

were directed primarily to the curbing of monopolistic powers 
of large industrial concerns. The problems created by the growth 
of mass distribution had not expanded to a point of sufficient im- 
portance to receive public attention. The general effect of the 
Clayton Act, in so far as price discrimination was concerned, was 
to prohibit discrimination only where it had a serious effect on 
competition generally. This failed to reach the most frequent 
source of grievance having its roots in price discrimination. An 
individual concern was not so much interested in injury to com- 
petition generally as in injury to its own competitive equality. 
Consequently demands arose for further regulatory degislation. It 
was in response to this condition that the Robinson-Patman Act 
was approved on June 19, 1936. 

Aside from the general objective of the Robinson-Patman Act, 
its specific purposes may be outlined as follows: 

1. To secure uniform treatment for all customers falling 
within a certain classification (an equitable basis of cus- 
tomer classification to be provided). 

2. To eliminate pseudo brokerage fees and commissions. 


3. To secure equitable treatment of customers in respect to 
advertising allowances and services. 
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While the act does not compel entirely uniform treatment of 
customers within the same classification, its purpose is undoubt- 
edly to provide a degree of uniformity which was thought by Con- 
gress to be equitable. 


General Provisions of the Act; The Cost Proviso 


The Robinson-Patman Act consists of four sections, but Sec- 
tion 1 is by far the most important. Section 2 is no longer of 
significance since it relates to rights of action and enforcement 
proceedings pending at the time of the passage of the law. Sections 
3 and 4 were originally considered as the Borah-Van Nuys Act. 
Section 3 is the criminal section and in many respects overlaps 
Section 1. Thus far Section 3 has been largely ignored. Section 
4 provides that the act shall not prevent cooperative associations 
from paying patronage dividends, and a 1938 amendment limits 
the application of the act so far as concerns institutions not oper- 
ated for profit. 

Section 1 amends Section 2 of the Clayton Act and deals with 
direct and indirect price discrimination in interstate commerce. 
Subsection (a) is the basic provision which prohibits discrimi- 
nation in price between customers of a given seller. Not all price 
differentials are prohibited as the statute applies only under certain 
conditions : 


1. There must be discrimination between two or more cus- 
tomers of a given seller. 
2. The purchases involved must be in interstate commerce. 


3. The commodities involved must be sold for use, consump- 
tion, or resale within the United States, or within its terri- 
tories, insular possessions, or other place under its juris- 
diction ; and not for export. 

4. The discrimination in price must be made with respect 
to goods of like grade and quality. 

5. There must be a sale of goods and not a sale of services. 

6. The discrimination must have certain defined effects on 
competitive relationships. The discriminations prohibited 
by the act are those where the effect may be: 

(a) to substantially lessen competition in any line of 
commerce ; or 
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(b) to tend to create a monopoly in any line of commerce ; 
or , 


(c) to injure, destroy, or prevent competition: 

(1) with any person who either grants or know- 
ingly receives the benefits of such discrimina- 
tion ; or 

(2) with customers of either of them. 


The act is inoperative if all of the six above-mentioned condi- 
tions are not present. 

Even if all of the above conditions are present, a violation of 
Subsection (a) does not necessarily result from price differentials. 
A price differential may be permitted for a number of reasons, 
because the general prohibition is narrowed in scope by certain 
provisos. The first proviso permits different prices to different 
customers where the differential in price makes only due allow- 
ance for differences in the cost of manufacture, sale, or delivery 
of the goods involved in the transactions. However, these differ- 
ences in cost must result from differing methods or quantities in 
which the commodity is sold or delivered to the purchasers. The 
proviso marks the zone within which differentials may be granted. 


. It does not require differentials to be granted and, if granted, the 


differential need not be the arithmetic equivalent of the difference 
in cost. It is sufficient if it does not exceed that amount. The act, 
however, empowers the Federal Trade Commission to fix maxi- 
mum quantity discounts if it finds that buyers are so few in num- 
ber that to permit discourits based on cost differentials would be 
unjustly discriminatory or promotive of monopoly. To date, there 
have been no recorded cases in which this power has been exer- 
cised. 

The language used seemingly gives the commission, or the 
courts, a sound basis for a recognition of the many practical diffi- 
culties in the field of distribution cost analysis. These difficulties 
would tend to make exactitudes and precision impractical and 
perhaps defeat the objective of the law itself, were exact costs 
demanded. Finally, it is to be noted that the cost clause is in the 
form of a proviso. The effect thereof is to place upon the seller 
the burden of proof as to the differences in cost which are re- 
flected in price. The accountant, therefore, is vitally concerned 
with the problem of determining what the differences in cost are 
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and what price differentials will make only due allowance for 
them. 


Otber Provisos; Indirect Discrimination; Buyer’s Liability 

A second exception, under which a price differential is per- 
mitted, even if all the conditions usually prohibitive of such action 
are present, is the case in which the differential is due merely toa 
price change made in response to changing conditions affecting 
the market for, or the marketability of, the goods concerned. Little 
use has been made of this proviso in cases to date. 

As a third exception, a seller is not required to sell his product 
to all who desire to purchase it. Sellers are’ permitted by the origi- 
nal Clayton Act to select their own customers in bona fide trans- 
actions and not in restraint of trade. Finally, as the last excep- 
tion, a price discrimination may be justified, even if all the con- 
ditions usually prohibitive of such action are present, when it is 
shown that the lower price was made in good faith to meet an 
equally low price of a competitor or the services or facilities fur- 
nished by a competitor. This particular justification is found, not 
in Subsection (a) with the others, but in Subsection (b), the 
section which relates to proceedings before the Federal Trade 
Commission. Whether or not this justification constitutes a com- 
plete defense against a prima facie case of discrimination has 
not been finally determined. Indications are, however, that the 
proviso cannot be relied upon as a complete defense. The Stand- 
ard Oil case, now pending in the U. S. Supreme Court, should 
settle this point. 

Subsection (c) prohibits the payment or acceptance of so-called 
“dummy” brokerage fees. Subsections (d) and (e) prohibit the 
seller from providing or paying for allowances, services, or fa- 
cilities for the benefit of the buyer unless such services or facili- 
ties are: “available on proportionally equal terms to all other cus- 
tomers competing in the distribution of such products or com- 
modities.” 

The decisions in the large number of cases brought under these 
subsections have resulted in considerable clarification of the pro- 
hibitions laid down. 

Subsection (f) is directed against the buyer and makes him 
liable if he “knowingly” induces or receives a discrimination im 
price. This subsection provides a strong support for the seller to 
abide by the purpose of the law. It enables him to resist the de 
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mand for unfair price cuts coming from mass buyers by inform- 
ing them that price differentials demanded are in excess of cost 
differences. Comparatively few cases have thus far been de- 
cided under this subsection. 


DEVELOPMENTS UNDER THE ACT 


The Robinson-Patman Act seeks to prohibit differentials in 
selling price which are greater than the differences in cost re- 
sulting from quantities involved in the sale or from the method 
of sale. The yardstick, then, is differences in cost. Many con- 
siderations usually given expression to in the determination of 
selling prices but which cannot be reduced to cost figures, such 
as the value of enhanced prestige in the market, are insusceptible 
of being used to construct defense under the terms of the act. 


Price Differentials Through Discounts 


Price differentials between customers or groups of customers 
are generally effected by the seller’s use of one or more of the 
following types of discounts: (1) quantity discounts, (2) trade 
(or functional) discounts, (3) cash discounts, and (4) special 
discounts and allowances, such as payments for advertising or 
for brokerage. None of these types of discounts (with the ex- 
ception of pseudo brokerage payments) is valid or invalid itself. 
Each must be interpreted in a particular case in the light of the 
various proscriptions and provisos of the act. Neither trade dis- 
counts (i.e., discounts granted to customers in recognition of func- 
tions performed on a given level of distribution) nor cash dis- 
counts given for prompt payment, are mentioned in the act. In the 
absence of specific court decisions bearing upon the validity of 
these discounts, the seller must make sure that use of such dis- 
counts does not result in unjustifiable discrimination. 


Morton Salt Case; Justification of Quantity Discounts 


Quantity discounts present a number of problems. In the first 
Place, there are two kinds of quantity discounts in general use: 
(1) discounts based upon the size of the individual order or ship- 
ment and (2) discounts based upon a customer’s total orders, 
shipments, or even consurnption of a commodity, over a specified 
period of time. Discounts of the latter kind—often termed cumu- 
lative quantity discounts or volume discounts—are much more 
difficult to justify on the basis of cost savings, especially if the 
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buyer is not restricted as to the size or delivery method of in- $ 


dividual shipments received during the discount period. In addi- 
tion, volume discount schedules are apt to run afoul of the law if 
the largest discounts are actually available only to a very few 
large buyers. 

The following discount schedule, made available to all pur- 
chasers, whether wholesale or retail, was held by the U. §. 
Supreme Court to be unlawfully discriminatory in the Morton 
Salt Company case: 


Purchases of “Blue Label” salt Per case 
Less-than-carload purchases ...................4. $1.60 
SE SED ok nus cebcnocenny epee snsesnees 1.50 


5,000-case purchases in any consecutive 12 months.. 1.40 
50,000-case purchases in any consecutive I2 months 1.35 


It was shown that only five buyers (all chain grocery com- 
panies) bought sufficient quantities of the company’s “Blue Label” 
salt in any consecutive twelve months to obtain the lowest price 
per case, and only 54 buyers, of a total of 4,040 buyers, were 
eligible for either volume discount. The company did not attempt 
to offer a cost savings justification for its volume discounts. 
Rather it contended that the discounts, being available to all buy- 
ers, were not discriminatory. The Supreme Court rejected the 
contention, pointing out that, since only a few chain buyers could 
qualify for the larger volume discount, these companies were able 
to sell salt at retail cheaper than wholesale purchasers could 
reasonably sell the same product to independent retailers in com- 
petition with the chains. 

With reference to the carload discount, the court recognized 
that such a discount might well have been justified by savings in 
cost if the company had proved (which it did not attempt to) 
that “the full amount of the discount is based on . . . actual 
savings in cost.” This opinion is of utmost significance to busi- 
ness executives and accountants, since it may herald the beginning 
of a much more literal interpretation of the cost proviso of the 
Robinson-Patman Act than has hitherto been the case. 

Although the legal status of a particular seller’s quantity dis- 
count schedule can be determined only by reference to all pertinent 
facts and current judicial opinion, certain general points pertain- 
ing to such schedules should be noted. The discount classes must 











SRemsgese 2. 


vol 








case 


50 


35 


ibel” 
price 


were 











NOVEMBER, 1949 275 


not be unreasonably large or too few in number. The cost of 
serving customers within the same class must be substantially the 
same. The boundaries between classes must be reasonably placed. 
Finally, no one class may be granted a discount which is excessive 
as compared with those of other classes. These points are pertinent 
both to noncumulative quantity discounts and to cumulative or 
volume discounts. However, the hazards associated with use of 
the latter discounts must never be lost sight of. 


Problems of Cost Allocation 


In many instances in the past, prices have been quoted to large 
buyers which covered only the additional direct costs entailed by 
such orders or, in some cases, even less. The manufacturer has 
considered certain other benefits incident to securing the business 
of a mass distributor, such as enhanced prestige in the market, 
lower production costs generally as a result of increased volume, 
or the possibility of keeping workers better satisfied by regularity 
of employment. In bidding for these large orders, the producer 
has often been inclined to view this business as a potential addi- 
tion to volume over and above that which he would otherwise 
receive. Therefore, he has not considered it imperative that the 
selling price of these large orders cover the full costs properly 
allocable to them. Instead, it has been considered sufficient that 
the prices quoted should cover the out-of-pocket costs and possibly 
contribute something towards the general overhead. The Robinson- 
Patman Act, as interpreted by the commission, seems definitely to 
outlaw this kind of price-making, to the extent that it fails to re- 
flect actual cost savings on a given order or account and is likely 
to have an injurious effect on competitive relationships. 


Cost Allocation Angles of Standard Oil and Bird Cases 


An example of this is seen in the Standard Oil case in which 
the Federal Trade Commission rejected the company’s cost justi- 
fication of a price differential of .5 cents per gallon of gasoline 
allowed to a favored customer. Along with several other charges 
of deficiencies in evidence, the commission stated that: 


“Respondent attempted to segregate certain items of ex- 
pense of an overhead nature as not being influenced by Ned’s 
Auto Supply Company, on the theory that such expenses 
would not be appreciably influenced by the acquisition or loss 
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of a single account, such as Ned’s Auto Supply Company. 
The reason for not charging any of such items to the business 
of Ned’s Auto Supply Company would apply equally to the 
business of any other single retail service station.” 


This same case provides a valuable commentary on the accept- 
ability of methods of allocating certain items of expense only to 
those customers who actually use or require the services and fa- 
cilities for which the expense items are incurred. The commis- 
sion charged that respondent attempted to allocate the costs of 
certain promotional sales work to all accounts other than Ned's 
Auto Supply Company on the theory that, being an established 
account, the latter did not require such services. This type of 
allocation was criticized by the commission on the grounds that 
there were other established accounts who likewise would not re- 
quire these services. Similar examples of unacceptable allocation 
procedures were cited as they concerned the cost of salesmen’s 
calls and the cost of consumer advertising. Nothing in this case, 
however, would seem to forbid the apportionment of the expense 
of various distribution facilities and services against only the cus- 
tomers who use or require them. Such a principle of cost allo- 
cation was adopted by the Commission in the Bird & Sons, Inc. 
case early in the history of the Robinson-Patman Act. It seems 
evident, nevertheless, that if certain customers are to be exempted 
from the apportionment of some costs, it is incumbent upon the 
seller to show that these customers are singularly different in cer- 
tain respects from others, that the facilities or services in question 
do not benefit them in any way and that all customers in a like 
position have also been relieved of allocations of these costs. 

Thus far the problem of cost allocation has been considered on 
the tacit assumption that all marketing costs must be distributed 
for establishment of justifiable cost differentials. The Federal 
Trade Commission has shown, however, a willingness to accept 
cost allocations which exclude some indirect costs entirely. In the 
Standard Oil case, the commission actually indicated a preference 
for partial allocation as contrasted with complete allocation de- 
pendent to a degree upon “arbitrary” methods of apportionment. 
The commission charged that : 


“In making this cost study the respondent did not limit its 
survey to cost differences which resulted from differing 
methods or quantities in which gasoline was sold or delivered 
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to the two classes of customers nor was it limited to determin- 
ing savings, if any, which accrued by reason of tank-car or 
transport-truck delivery as compared with tank-wagon de- 
livery, but, instead, the respondent attempted to compare the 
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M cost of doing business with the one class as compared with 
. the other by arbitrarily allocating all of respondent’s costs 
Fee of every nature which could be charged to the expense of 
nie- doing business in the Detroit field, including Chicago general 
a office costs allocated to that field.” 
ed's Which Cost—Specific, Average, Standard, or Other? 

e The procedure to be used in determining legitimate price differ- 
hat entials depends somewhat on the cost to be used as a test. The 
a law permits differentials “resulting from the differing methods or 
base quantities in which such commodities are to such purchasers sold 
i or delivered.” Must the cost, then, be the cost of specific transac- 
tions? Or, may a more general cost be used? The law prescribes 
2 no specific test. Hence inference must be made from the few de- 
i cisions of the Federal Trade Commission where cost examinations 
llo- have been used. 
‘ne If the cost of specific transactions were used as the basis, a 
es most meticulous sort of record keeping would be necessary. This 
ted method would be impracticable in most cases. At the other ex- 
he treme, a simpler and less expensive approach would be the devel- 
at opment of standard costs within an industry for the various types 
vor of transactions involved. Even if such costs were acceptable, 
like many difficulties would arise in determining what industry cost 
should be used. Should an average cost, a modal cost, a “reason- 
a able” cost, or some other cost serve as a a criterion? 
ted It would seem that the proper cost to be used is that experienced 
oral by a particular concern, on the average, for the type of transaction 
eat under consideration. In the typical concern, the price structure 
the should certainly be related to something more basic than a single 
ae transaction. Judging from the decisions of the Federal Trade 
de- Commission to date, it would appear that this view has been ac- 
. cepted by the commission. In view of the practical difficulties of 
accounting under the Robinson-Patman Act, it has been unoffi- 
cially indicated that the commission may accept cost justifications 
its based on sample experience, as well as justifications based on 
ring average costs of serving typical classes of customers. However, 
red the commission probably would accept such cost justifications only 
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so long as good faith effort under current operating conditions was 
reflected. 


Cost ANALysiIs PrRoceDURE UNDER THE 
RosBiNsoNnN-PATMAN ACT 


The question naturally arises as to what method of cost analysis 
procedure should be used in setting price and discount schedules 
which will conform to the requirements of the act. Moreover, 
what procedure should be followed in preparing a defense before 
the Federal Trade Commission in cases where complaints are 
filed. In developing price schedules, it must finally be determined 
what it costs to sell a given product to a particular customer under 
a set of prescribed circumstances, such as method of sale, size of 
order, credit terms, etc. If the same price is set for all customers 
to whom sales are made under substantially the same circum- 
stances, full compliance is made with the act, but if sales of the 
product are made to some customer under a different set of cir- 
cumstances, a new cost must be determined and the price must 
be adjusted so that differentials to competing customers are not 
greater than differences in the cost. Otherwise, there is danger 
that one customer may complain of discriminatory treatment. 

The Robinson-Patman Act prescribes no particular procedure 
which is to be followed in making the necessary cost analysis, as 
between products and customers. To the extent that costs are 
directly related to particular customers or customer groups and to 
particular products, the analysis will present no great difficulty. 
Joint costs must be apportioned on such bases as would seem 
most reasonable, practicable, and equitable under the individual 
circumstances. It may be presumed that the Federal Trade Com- 
mission and the courts will continue to look to an intelligent bal- 
ance of such factors. The direction which the analysis should 
take and the bases of allocation to be used must be appropriate to 
the circumstances of each case. Those acceptable in one case may 
not be applicable in another. 


Distribution Cost Analysis as Related to the Act 


The method to be used in analyzing distribution costs, for pur- 
poses of price-setting under the Robinson-Patman Act, depends 
largely upon the manner in which the distribution activity is or- 
ganized. For example, concerns may organize their activities on 
the basis of channels of distribution, methods of sale, product 
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lines, territories, etc. The sequence of steps to be followed in cost 
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analysis will vary accordingly. The following outline from the 
author’s The Analysis and Control of Distribution Costs is illus- 


trative : 


A. Sales organization and activity based primarily on chan- 
nels of distribution (for example, different salesmen and 
advertising methods employed in selling to large indus- 
trial customers and to jobbers). 


I. 


Analysis by channels—to conform to basic sales or- 
ganization. 

Subanalysis by size of orders or volume of customer 
purchases within each channel—to resolve customers 
into “conditions of sale” groups. 


Subanalysis by products within customer groups—to 
arrive at customer-product costs. 


or 


. Analysis by channels—to conform to basic sales or- 


ganization. 
Subanalysis by products within each channel. 


Subanalysis by size of orders or volume of customer 
purchases for each product—to resolve customers into 
“conditions of sale” groups and to reveal customer- 
product costs. 


B. Sales organization and activity based primarily on prod- 
ucts (for example, different sales supervision, sales per- 
sonnel, and advertising for different products). 


q. 


Analysis by products—to conform to basic sales or- 
ganization. 

Subanalysis of products by channels of distribution. 

Subanalysis of channels by size of orders or volume 
of customer purchases—to resolve customers into “‘con- 


ditions of sale” groups and to reveal customer- 
product costs 


or 





Analysis by products—to conform to basic sales or- 
ganization. 
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2. Subanalysis of products by size of orders or volume Tb 
of customer purchases—to resolve customers into : 
“conditions of sale” groups. con 
) 3. Subanalysis of size of orders or volume of customer wor 
purchases by channels—to classify customers further ing 
by “conditions” and to reveal customer-product costs. Rol 
enc 
C. Sales organization and activity based primarily on terri- Jou 
tories (for exampie, separate warehousing, shipping, and 
selling facilities and administration for different terri- 
tories). 
1. Analysis by territories—to conform to basic sales or- 
ganization. : 
2. Subanalysis of products within each territory. 
3. Subanalysis of products by channels to resolve cus- 
tomers into “conditions of sale” groups and to reveal U 
customer-product costs. Fre 
al Tra 
1. Analysis by territories—to conform to basic sales or- pret 
ganization. com 
2. Subanalysis of territories by channels—to resolve cus- = 
tomers into “conditions of sale” groups. ae 
3. Subanalysis of channels by products to arrive at cus- 
tomer-product costs. 
The above outline is purely illustrative and is by no means com- 
plete. Almost any number of combinations of steps might be 
suggested. Less than three steps may sometimes be required or 
perhaps many other factors will need to be injected, particularly 
in resolving customers into “conditions of sale” groups. The 
point to be emphasized is that some such sequence of steps must 
be selected in a particular concern to arrive ultimately at customer- 
product costs. To the extent that such costs differ, prices must 
differ if other conditions are present which subject the concern’s P< 


transactions to the operation of the Robinson-Patman Act. 

The task is not as difficult as it might appear. Once the proper and , 
method of analysis is established and the procedure developed, ol 
the cost differentials can be periodically determined as circum- 
stances affecting the costs may require. 
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The Robinson-Patman Act in Relation to Accounting 


At the time of the passage of the Robinson-Patman Act, it was 
confidently predicted that the cost proviso of Section 1 (a) 
would stimulate extensive cost accounting developments in market- 
ing. Even after two years of experience under the act, Mr. 
Robert E. Freer, member of the Federal Trade Commission, was 
encouraged to state in an article in the June 1938 issue of The 
Journal of Accountancy: 


“Tt is my personal hope and belief that a by-product of the 
Robinson-Patman Act will be the development of a more 
adequate system of accounting for costs of distribution, 
capable of helping businessmen to be not only law-abiding, 
but also more efficient. The devices which have been used 
thus far to give the immediate knowledge of costs made de- 
sirable by the act have often proved to be inadequate.” 


Unfortunately, the hopes and forecasts embodied in Mr. 
Freer’s statement have not as yet attained fruition. The Federal 
Trade Commission has been required to make only a few inter- 
pretations concerning acceptable cost accounting procedure for 
compliance with the act. As a consequence, there are few spe- 
cifically approved principles to serve as guides in a field of com- 
plex costing problems. The following excerpt from the annual 
report of the Federal Trade Commission for the fiscal year ended 
June 30, 1938, still has pertinent application : 


“Such cost accounting of distribution and the analysis of 
markets and market conditions which it requires are in the 
pioneering stage. Few, even of the large and important com- 
panies, have yet worked out and installed cost accounting 
systems which, for purposes of defense under the Robinson- 
Patman «.t, are sound and adequate in their conception and 
at the same time suitable and practicable for the everyday 
use of the individual business concern.” 


On the strength of very limited case experience, nevertheless, 
certain general observations may be made concerning the nature 
and form of cost defenses prepared for presentation to the Fed- 
eral Trade Commission. These are : 


1. Elaborate cost studies should not be undertaken without 
prior consultation with representatives of the commission in 
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order to ascertain how complete and how detailed the cost 
studies must be. 

2. The method of presentation of cost data to the com- 
mission is fully as important as the nature of the data. Ex- 
planation of techniques of allocation, for example, should 
be clearly and prominently presented, together with the raison 
d’ étre of such techniques. 

3. Another point related to methods of presentation con- 
cerns sufficiency of evidence. In Robinson-Patman Act de- 
fenses, it must always be remembered that the lawyer runs 
the case and the accountant is primarily his expert witness. 
The accountant must be fully aware of the legal requirements 
as to evidence if the accounting defense is to be of any value. 





























4. A respondent’s own accounting methods, no matter of 
how long standing, will not necessarily be accepted by the 
commission. In like manner, little reliance can be placed on 
authority in defense proceedings before the commission. 

5. Finally, as Herbert F. Taggart has stressed, the 
Robinson-Patman Act has a great nuisance value. The cost 
of making a defense which may entail a heavy expenditure 
for special cost analyses is likely to induce respondents to 
accept the commission’s verdict without a real contest, even 
though they may be convinced that their cause is just. 


As a concluding note, it should be emphasized that it is ac- 
countants, not changing regulatory bodies, who are best qualified 
by training and experience to lead the way in the development of 
fair and impartial methods of distribution cost analysis, and it 













therefore follows that accountants should accept the responsibility 
for developing such methods. f 
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) cost Some Procedures for Accruing Vacation and 


Holiday Pay 


Pa: |. ACCRUAL BASED ON PRELIMINARY ESTIMATE 


hould A separate “vacation, holiday, and leave of absence account” is set up 
as a reserve account to provide for payments for holidays, vacations, and 





ison leaves of absence with pay. As of January 1 the expense accounts are 
charged and this is credited with one twelfth of the estimated payments 
con- which are anticipated for the calendar year. Related payments made are 
t de- charged directly to this reserve. 
‘ For better information and control, the vacation, holiday, and leave of : 
ro absence reserve account is classified into subaccounts. The subaccounts we 
tness. generally use are: 
ments 1. Holiday payments—These allowances are based on active employment. 
value. Each employee who is on the active roll the day prior to the holiday 
er of and who continues on the active payroll is eligible for certain desig- 
y the nated holiday allowances with pay, if the holiday occurs on his 
de scheduled work day. 
: 2. Leaves of absence with pay—To this classification are charged allow- 
7 ances for leaves of absence with pay granted to many of our older 
, the employees, particularly those on the Roll of Honor for 25 or more 
e cost years of continuous service. It includes leaves of absence because 
diture of sickness or other reasons approved by the management. 
nts to 3. Vacations—Allowances for vacation are based on length of service. 
even In the early part of the year, we are in reasonable position to esti- 
mate the vacation allowances compared with our budgeted production 
requirements because a prerequisite of a vacation allowance is one 
is ac- full year of service. 
alified 4. Jury service—Anticipated allowances for time actually served on a 
ent of jury plus reasonable time for travel to and from jury within sched- 
i? uled working hours is based largely on past experience and is sub- 
jae ject to considerable fluctuation. This allowance is really a type of 
ibility leave of absence but, for control purposes, we provide a separate 


account subdivision. 


Allowances for holidays, jury service, leaves of absence, because of sick- 
hess, and leaves of absence other than sickness, all are based on many vari- 
ables. Therefore, on the first of each month, we review the anticipated pay- 
ments for the remaining months of the year and each month we adjust the 
reserve or accruals, so that as the end of the year approaches, the anticipated 
charges will be reasonably close to the actual charges. This review each 
month is very helpful because most of the holidays allowed with pay are in 
the latter part of the year and most of the vacations with pay are taken 
during the summer months of the year. Likewise, approvals for leave of 
absence because of sickness or other reasons cannot well be anticipated. 


C. A. Rosensercer, New York Chapter 
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il. PER CENT OF PAYROLL AS VACATION PAY PROVISION 


In our company, vacation pay is based on a percentage of earnings repre- 
sented by vacation pay disbursed during the preceding period. In the general 
books, vacation pay is accrued quarterly on a fixed percentage to the total 
payroll of the quarter. In the quarter during which the vacation pay is paid 
out, the balance between actual vacation payroll and accrual is charged off 
and an initial accrual for the following year is set up, based on earnings 
from date of vacation eligibility to the end of the quarter. 

Sick leave pay is handled by an insurance company to whom monthly 
premiums are paid, based on the number of employees in active service. 
Premiums for sick leave pay are recorded through accounts payable monthly 
as they are due. Companies with good experience factors will generally 
receive refunds based on prior years’ payments and disbursements. Such 
refunds can be accrued through the current year to offset part of current 
premium charged. 

However, from a cost accountant’s standpoint we have found these book- 
keeping mechanics to be almost meaningless, and we have adopted special 
cost center allocation methods. Vacation pay is a charge against all labor, 
generally within a limited fixed percentage to total labor. We are, therefore, 
applying it in the same manner, ie., as a percentage addition to total labor 
on the cost sheet, but not the same percentage for each cost center. Since 
vacation pay is usually based on length of service and similar considerations, 
it is possible to go so far as to allocate a specific percentage to labor in each 
cost center varying upon length of service, etc., of employees budgeted in 
such cost center. We have found this entirely satisfactory. 

Group insurance charges for sick leave pay, on the other hand, are based 
on the number of employees. The standard payroll budget does indicate the 
total number of employees from which group insurance costs are calculated. 
Thus they can be (and are) distributed to each cost center according to the 
number of employees. Sick leave charges to auxiliary departments are allo- 
cated on the same basis as other charges to these departments. Since these 
premium costs are part of the variable overhead, it is essential to consider 
them along with other variable items in setting up a flexible budget. As an 
alternative, monthly adjustments based on percentage of actual activity to 
standard activity will give satisfactory allocation of group insurance for cost 


statement purposes. 
Henry Speer, Fall River Chapter 


Ill. WHEN VACATION PAY IS A RATE ON REGULAR PAY 


We use a reserve for vacation credits earned by our hourly-paid and 
salary-paid employees. The reserve is credited each month for four per cent 
of our hourly payroll (hourly employees receive four per cent of earnings 
as vacation pay if they have been employed for more than one year) and is 
charged for checks issued as vacations are taken. When the reserve is set 
up, the four per cent provision is charged to vacation expense, a subaccount 
of our manufacturing expense. 

The liability for vacation credits due to salary-paid employees was set up 
as a part of the reserve several years ago and is adjusted at the year-end 
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only. Salaries of salary-paid employees while on vacation are charged to the 
regular salary expense accounts. This avoids distortions in the expense ac- 
counts and makes comparisons from month to month easier to analyze. 

At the end of the year we adjust the reserve to reflect the actual amounts 
due to all employees as of December 31 and treat the adjustment as a year- 
end charge or credit to profit and loss. We have used several variations of 
the reserve basis for vacation expense and find the above procedure most 
‘satisfactory. 

Our company has not attempted to provide a reserve for sick leave allow- 
ances as credits do not accrue to the employee under our sick leave policy. 
In general, all sick leave absences up to one year are allowed at regular 
wages or salary if such sickness is confirmed by a regularly licensed physi- 
cian. Thus “sick leave expense” is treated currently as it occurs. 


Winston Sumner, Peoria Chapter 


IV. LENGTH OF VACATION DEPENDENT ON LENGTH OF SERVICE 


Depending on length of service, employees are entitled either to one, two 
or three weeks vacation. Accordingly, their respective annual wages, based 
on fifty weeks, is multiplied by two, four, or six per cent. The total vacation 
pay so obtained is compared to the grand total of direct and indirect labor 
for the period, and a percentage of vacation pay is established. This per- 
centage is applied monthly to direct and indirect labor and resulting amounts 
are charged to each department’s operating expense. The total, in turn, is 
credited to a reserve account. 

Payments of vacation pay are charged to this reserve account which, after 
final settlement, will nevertheless develop a debit or credit balance. It has to 
be realized that the percentage used for the establishment of the reserve was 
based on the experience of the past year’s period (June 1 to May 31). In 
the meantime, some employees may have changed their status, others may 
have left, or wage changes rnay have taken place. Whatever balance is shown 
is immediately absorbed in manufacturing expense. 

On basis of the last annual experience, a new percentage is developed for 
subsequent application, taking into consideration known changes as wage in- 
creases, etc. The advantage of the reserve procedure for vacation pay ac- 
cruals is that the expense is absorbed currently and tends to reflect costs 
more accurately without causing misleading fluctuations. 


L. W. Rassow, Indianapolis Chapter 


Vv. VACATION PAY EXPENSE ESTABLISHED BY LABOR CONTRACT 


Our labor contract with respect to vacation pay lends itself to the setting 
up of provisions for this expense, inasmuch as vacation pay accrues as of 
January 1 of any year for employees in service the necessary qualifying 
period at that date. The arnount of expense for vacation pay for any year, 
therefore, is determined at the start of the year at pay rates in effect as of 
that date by listing all employees, together with their respective dates of 
employment and their pay rates. 
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Time in service determines the number of days vacation pay which, with 
the pay rate, determines the amount of vacation pay. Of the total thus ob 
tained, one-twelfth is credited each month to a reserve account and charged 
to expense as provision for vacation pay. The amounts paid are tlien charged 
against the account from payroll distribution and the reserve account bal- 
ances itself at the end of the year. Our contract has no provision for sick 












































2 PE EEE ak 


leave pay. 
Tuomas T. Cooke, Jamestown Chapter 
Vi. RESERVE CREATED ON “EFFECTIVE RATE OF PAY" BASIS of 
The Department of the Army, Corps of Engineers, has developed and is wi 
presently using a leave account for purposes of determining its liability for kn 
leave accrued but not taken. co 
Our labor is paid on a biweekly basis for 80 hours based on an annual Se. 
salary. However, all labor except that performed at overtime or premium ne 
rates, is charged to jobs on an “effective time basis.” Since we work five days ac 


a week and eight hours a day, our full work year consists of 260 working 
days. In computing the effective time we use 220 days, assuming the re- 
mainder to be leave that will be taken. This includes 26 days of vacation l 
time plus holidays and an estimate for sick leave. The straight time salary 

or annual fixed salary is divided by 220 days so that an effective rate per 





day can be determined. It is this rate, further reduced to an hourly basis, lin 
from which tables are prepared for use by time clerks to facilitate labor the 
reporting. me 
When time clerks prepare cost charge vouchers, they charge the job at the of 
effective time rate. The difference between the amount charged to the job go 
and the cash paid out is credited to the leave account. This at once charges fic 
the job with its portion of leave cost and creates a reserve for leave pay- 
ments. When an employee takes leave, his possible effective time is reduced the 
automatically by charging to the leave account the value of such leave as is ma 
taken. The treatment given hourly employees is much the same, except that of 
a straight percentage of 21 per cent is used to increase actual pay rate to thi 
effective pay rate. to 
Our experience has been that the procedure outlined above is both effi- , 
cient and economical. The leave account at all times reflects the approximate 
value of leave that has accrued but has not been taken. In addition, the nai 
method permits the charging of labor to jobs on an equitable basis in that ant 
all work pays the same for effective time worked. ac 
Even though these procedures were designed and are being used by a art 


governmental agency, it is my opinion that they could be effectively as well as 
economically used in industrial accounting. The one major difference would 
be encountered at the close of the accounting period. In our case all unused cal 
leave, up to 90 days, is carried over into the next fiscal year. On the other Le; 
hand, most industrial concerns either pay employees for vacation time not ma 
taken or cancel the leave. ha: 

in | 

in 


C. P. Gerner, Jz, New Orleans Chapter 
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SECURING MAINTENANCE CONTROL DATA FROM 
THE ACCOUNTS - 


by HARLAN WHITE, 
Plant Office Manager, Joseph E. Seagram & Sons, Inc., 
Louisville, Ky. 


A reading of this paper may suggest that careful classification 
of maintenance charges to items of equipment or suitable groups 
will—as in the author's company—provide some assistance in 
knowledge of the detail of maintenance costs and hence in their 
control. It is conceded, however, that even the best of such analy- 
ses bears insufficiently on probable future maintenance costs 
needed for effective budgeting. A call is sounded for industrial 
accountants to give greater attention to the problem. 


NTIL we learn to prepare an intelligent maintenance budget, 

accounting is a partial failure. Here is one of the weakest 
links in the chain of budget preparation and operation by which 
the accountant sets so much store and in which he is often the 
moving spirit. There are other weak spots, too, and so the detail 
of budget reporting begins to accumulate. If budgets were really 
good, two figures, expected profit and the actual profit, would suf- 
fice for almost complete revelation. Unfortunately budgets are not 
that good. Sales forecasts, for instance, frequently miss the 
mark by nullifying percentages, as do many other best-laid budgets 
of income and expense. Highly placed men, who have better 
things to do, are consequently forced to wade through much detail 
to form intelligent judgments of managerial efficiency. 

However, in this paper, we stand by the thought that mainte- 
nance provides some of the worst headaches of the cost account- 
ant and those who must use his work. If there has ever been 
a dependable maintenance budget, I have not seen it, nor will this 
article tell how to make one. Nevertheless, whatever is said here 
is likely to have novelty appeal. The Reader’s Guide to Periodi- 
cal Literature lists no title more pertinent than “How to Fix a 
Leaky Faucet” and general works on cost accounting gloss over 
maintenance as if it were too simple to bother about. (The author 
has his point. However, the reader may wish to consult listings 
in the N. A. C. A. Complete Topical Index, dated May 1, 1946, and 
in its supplement dated May 15, 1949, as well as listings in other 
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reference works—Editor’s Note.) It is not that simple. In this S 
paper, I cannot hope to do more than to report some work ac- 
countants are doing and to suggest some other tasks which need si 
to be done before maintenance budgeting can become scientific m 
instead of speculative. m 
Typical Maintenance Accounting S 
| In our company we account for maintenance in typical fashion. al 
:) Repair projects of any size are written up as job orders. The engi- tit 
j neering department plans and estimates the work and presents P 
the job order to managerial and accounting executives for ap- m 
i proval. It is then assigned a number to which all pertinent labor th 
: and material is charged. When the project is completed, the he 
accounting department receives a copy of the order properly ac- be 
knowledged by the interested department head. The accountants se 
then make a comparison of actual with estimated costs and man- co 
agement is informed of significant variances. Obviously, this tic 
procedure is too cumbersome to be gone through for every loose us 
screw, so we have minor maintenance which is performed without 
ado at the request of the supervisor who perceives the need. Such $4 
jobs are performed on what we call small work orders. Each co 
department has a permanent job number to which all small work we 
order maintenance is charged. At the end of the month, all work on 
orders, large and small, are closed to the proper maintenance we 
account. | 
It may be a surprising comment that I am not too much wor- sil 
ried about the large work orders. They require the prior approval the 
' of several executives. Practice confirms the theory that such jobs rez 
will not be undertaken until their necessity and economy are fu 
clearly established. Except for major emergencies, these jobs are do 
not extremely difficult to budget. We merely list for each de- pr 
partment all the large jobs we propose to do during a given of 
budgetary period. The estimated total cost, divided by the num- * On 
ber of months covered, is the monthly large work order budget. ten 
This program, after due consideration by our accountants and An 
engineers, comprises a fairly accurate plan. Well then, what are the 
we concerned about? If we can control the dollars, let us not ‘ 
worry about the pennies. But that is just the point. We find that = 
our “pennies” aggregate more than half of our maintenance costs. cha 
ena 


It is on small work orders that control must stand or fall. 
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his Small W ork Orders and a Bit of Company Drama 
ac- The first step is to find out where the money goes, not at all a 
eed simple matter. There are thousands of small work orders every 
ific month, too many for detailed study by the accounting depart- 
ment, and thereby hangs a bit of drama often repeated in many 
companies but worth dwelling on briefly here just to get in on the 
poignant moment which drives home the need for facts in this 
on. area. The scene is any industrial plant, the manager’s office. The 
gi- time, any month, the day after the cost statements have come out. 
nts Present are the plant manager, the chief plant accountant, a depart- 
ap- ment head, and perhaps one or more interested executives from 
or the head office. The characters are discussing the department 
the head’s costs and seem to be making good progress. Various mem- 
ac- bers of the group contribute suggestions of some merit and they 
nts seem in a fair way to accomplish something in the way of cost 
an- control. Then a shudder from the plant manager and the exclama- 
his tion, “What in heaven’s name (if that is the business English he 
se uses) happened to maintenance!” 
ut The figures show it is twice the budget, $8,000 as compared to 
ich $4,000. The department head consults some figures from the ac- 
ich counting department and proceeds to give sundry details. “Well, 
rk we spent $700 on scheduled painting, $1,500 overhauling number 
wrk one turbine, $800 for the revisions of the whatnot and,” he adds 
ce weakly, “the other $5,000 was in small work orders.” 
This is what everybody was afraid of. There is a moment of 
or- silence while everyone tries to think of something to say. Then 
the mathematical wizard of the group resumes with, “Do you 
Ibs realize you could keep twelve and a half maintenance men busy 
full time for that money?” The department head nods sadly. He 
re does realize it. However, the question he must answer is a more 
Je- practical one—just where did this money go? Well, they had a lot 
en of trouble with the pulverizer and they wrote some small work 
m- - orders on number three pump and several on the condensate sys- 
et. tem, but it does not seem that it should all have cost so much. 
nd And so there is spreading of hands and shaking of heads and 
re the curtain falls. : 
rot At this point we must resume our technical narrative in a sober 
sat mood. However, it should not be missed that such scenes are a 
ts. challenge to the accounting profession. The stage on which it was 






enacted is not as small as one might at first suppose. There is 
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much in it to reflect adversely on the extent of usefulness of 
accounting. 


Providing More Detail and Better Classification 


The accountants of our company have discussed many possible 
solutions to the maintenance enigma. We finally installed a sys- 
tem which seems to be working rather well. Let us examine its 
application to a familiar industrial unit, the power house. By our 
former standard procedure, whenever the power house superin- 
tentent had small jobs to be ‘done, he would write out a work 
order on a form provided for the purpose. He would inscribe 
his department’s minor maintenance account number on the form 
and would show as a suffix a serial number assigned by himself. 
This serial number was for his own convenience only and was not 
used by the accounting department. After listing it in his log 
book, he would send the order to the maintenance department. 
The craftsmen assigned to do the work would charge their time to 
the departmental number. The total of such charges was regularly 
substantial and nobody ever knew accurately just where the money 
was spent. The log book would list the jobs but not the charges. 
The accounts would list the charges but not the jobs. 

We were finally forced to the conclusion that we had to get 
more detail into the accounts. We were guided in our method by 
the fact that certain plant areas or pieces of equipment may require 
attention of a common type, i.e., that maintenance is, to a fair 
degree, classifiable. So we set up some classifications for the power 
house, adding a miscellaneous category, and assigned a coding for 
convenience in accounting. The chart of maintenance accounts 
for that department then became: 


132.0 General 132.3 Oiling and cleaning 
132.1 Boiler No.1 132.4 Coal-handling equipment 
132.2 Boiler No. 2 132.5 Feed water system 


We also decided to make use of the department serial numbers. © 


Henceforth, the charge for the craftsman’s time was to carry 
the whole story and would appear in some such form as 132.4-37, 
the thirty-seven being the serial number, formerly known to the 
power house superintendent alone. Of course, we did not propose 
to establish a ledger record for every job, but we arranged to get 
a run from the tabulating department in complete detail at weekly 
intervals. This run would facilitate any investigation we might 









me eee «em CUlUeeee CUcewlUlUC 


e@esenanarmraots 


in 








291 






NOVEMBER, 1949 










































of ever want to make and a copy of it would enable the power house 
superintendent to see exactly what he was, charged for any given 
job. We thus had the basis of analysis of maintenance by depart- 
, ment by kinds of equipment. Even with this system in opera- 
mi: tion, we still have not added much to our knowledge of how much 
we power house maintenance should cost, but we do know what it 
Bes has cost and where our maintenance dollar has been going. Some 
pss day the data we are accumulating may help in solving the budget 
- problem. 
ps: Of course we gave the same treatment to the other major de- 
re partments and now we have throughout the plant detailed ac- 
; counting information oh maintenance costs. These give us the 
pr data more readily to detect uneconomical assets. At the time we 


inaugurated this system, we had a group of heat exchangers 
°8 which we knew were causing trouble. The next month we found 


m* that their maintenance cost was $1,500. As their original cost 
hes was less than $20,000 and as they were under three years old, we 
arly embarked upon a retirement program. 
pe The procedure described above is not held up as a stroke 
Bes. of genius. What is it, after all, but an expansion of the chart of 
: accounts and that, as everyone knows, is the extreme of account- 
bs ing adolescence. It is like saying the cure for accounting is more 
vy accounting. Still the information we have obtained has been use- 
rv ful and we will keep the system until we learn to prepare an effi- 
a cient budget, i.e., until we feel we have come of age. 
for The Historical Approach 
unts Besides accumulating these expanded current reports, we began 


delving for historical data. The process of determining how much 
maintenance ought to cost is necessarily empirical. It requires 
nt data. It also requires proper interpretation of that data. The 
search for relevant conclusions is often frustrating. One is soon 
disturbingly aware that a high correlation may appear to exist 










“a between illiteracy in Chillicothe and the mean temperature in 
-37, Vladivostock and there the trail ends, no closer to the answer than 
the where it began. Nevertheless, with full knowledge of the limita- 
pose tions of our method, we went ahead and tabulated monthly re- 
get - pair costs for years back. 

ekly Initially, the results proved only what we already knew, that 
ight prices had gone up. It would be necessary to eliminate inflation 
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from the figure to get sense out of them. The exact way to do this 
would be to correct labor for changes in wage rates and adjust 
materials with index numbers, but we elected to take a short cut 
and express each month’s cost as a ratio to direct labor. In the 
end we had a column of figures reaching, as one might expect, 
that interminable distance from here to there. For each depart- 
ment, we drew off schedules much like the following abbreviated 
sample : 


DEPARTMENT 4 


Small work order maintenance 
Direct Ratio to 

Actual direct labor 

$ 18,253 60% 
21,452 73% 
29,268 84% 
30,097 78% 
23,791 48% 


$122,861 61% 


What did all these figures, dug up at considerable cost, prove 
even then? The answer is, they were not definite proof of any- 
thing. One can see that the average maintenance cost for these 
years is 61 per cent of direct labor but whether that is good, 
bad, or indifferent is not so clear. The cost looks high for 1945 
when the machines required almost as much to maintain as to 
operate, but perhaps the place had been allowed to slip in previous 
years by some war-created superintendent. The year 1947 looks 
wonderfully low, but $24,000 is still a lot of money and who 
knows that even this is not too high. Or it could be that the 
equipment was neglected. 

Nevertheless, we have mulled over these figures at great length 
and have decided to make some use of them. In the present state 
of our knowledge, we will consider about 60 per cent of direct 
labor a fair budget for small work orders in the above department 
and will criticize or commend the department head accordingly. 
In short, we will use these figures until we get something better. 





na ys a A. = ws hU6mhF]lhC YD OD 





) this 
djust 
t cut 
1 the 


lated 


‘0 
bor 








NOVEMBER, 1949 


W bat SHOULD Maintenance Cost? 

Paradoxically, this toughest of all budgeting problems—main- 
tenance—is, mathematically speaking, very simple. It is an addi- 
tion function. If we knew enough about individual assets, we 
would merely add their predictable maintenance costs and the 
sum would be our budget. All we need is the terms of the 
equation. 

I do not mean that all the terms are unknown. Most companies 
have fairly accurate figures for some of them. Some repair jobs 
must be done more than once and similar machines require similar 
attention. In other words, maintenance is partly repetitive. Jobs 
which fall into the repetitive category can be and have been widely 
subjected to time study and definite plans for their performance 
have been set up. These plans give detailed instructions. They 
also show what tools are needed and the types and quantities of 
material. When a repetitive job is to be done, the plan is removed 
from the file and given to the craftsman along with the proper 
tools and materials. He is controlled by standard quantities 
and time allowances. 

Such cost control of specific repetitive tasks can be and has 
been expanded to predict not simply the expense of a single opera- 
tion but the frequency with which that type of work order can be 
expected. The most progressive companies have made extensive 
studies to ascertain just how repetitive their repetitive mainte- 
nance is. That portion of small work orders thus standardized 
and scheduled can be accurately budgeted. Certainly this is prog- 
ress, but it extends as yet over only the most obviously routine 
operations, a deplorably small fraction of maintenance. The 
heterogeneous unstudied items still clutter our equation with 
unknowns enough to exhaust the alphabet. 

A potential major source of information on future mainte- 
nance of items of equipment is the equipment manufacturers. 
Their salesmen are always armed with charts in infinite detail 
on heat transfer coefficients and gallons per minute. They will 
tell down to the last iota how many kilowatts or pounds of steam 
the machines will require. There is no reason why they should 
not be able to tell also how much the maintenance will be. It 
does not seem far-fetched that some day the purchaser will receive 
along with the machine a booklet of instructions relating to 
maintenance and a chart of the maintenance curve for the ma- 
chines in question. 
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W bat Caz the Cost Accountant Do? 


Fundamentally, however, the cost accountants must shoulder 
the bulk of the job of maintenance prognosis. I call upon the pro- 
fession to go to work on the problem. We need an infinite amount 
of data on repair costs, not merely from the experience of one 
company but of many companies. This suggestion encounters the 
difficulty of getting the facts and still preserving the anonymity 
of individual companies. We do not send copies of our cost state- 
ments to our competitors. However, means of cooperation, on 
whatever scale, can and should be found. After all, like all con- 
tributions to material progress, it is a case of efficiency, better 
products at lower costs, and another step toward even higher liv- 
ing standards. However, within a single company there is much 
productive plodding to be done. As in our case, more detailed 
maintenance information in the accounts and better classification 
of it to items of equipment, as well as thoroughgoing historical 
analysis of maintenance costs, can be first steps to adequate budget- 
ing in this area. 

Of course it must always be borne in mind that a record, even 
of the immediate past, is of little importance in itself. A record 
delving back into other years may offer evidence of trends. De- 
tail on recent costs will tell something about the forces which have 
been affecting results of operation. Long-range trends and dis- 
closures of current operating facts are nice to have. They afford 
thinking points and talking points. But it is the future that is im- 
portant. When a maintenance budget is perfected, it will tell with- 
in close tolerance what costs of maintenance should be in the on- 
coming period. In some very simple way it will combine the 
information derivable from records and outside sources with 
expected operating conditions. If variances occur, management 
will not be offered masses of detail in explanation. The causes 
will be few and apparent. That is, when—as mentioned at the 
start—we have learned to prepare an intelligent maintenance 


budget. 





WHAT RECORDS ARE ESSENTIAL FOR DIRECTION AND 
CONTROL OF SALES EFFORT? 
by GEORGE M. BATCHELDER, 
President and Treasurer, F, M. Hoyt & Co., Inc. 
Amesbury, Mass. 


Advancing the thought that the sales department is often sys- 
tematic management's (and the industrial accountant’s) last fron- 
tier, the author of this article outlines three types of records 
which he feels are basic to any attempt to determine the effective- 
ness of the selling job. He points out that the records recom- 
mended are also ones to which sales personnel are likely to offer 
least objection and to welcome most readily. 


[* smaller companies it is not unusual to find that a virtually 

one-man accounting staff, i.e., the accountant with perhaps 
some clerical help, is responsible for a wide variety of functions 
which would be departmentalized in larger companies. This 
situation not infrequently presents excellent opportunity to the 
accountant to make his work useful and profitable, a situation 


which holds true in respect of the company’s sales and marketing 
activities more than in any other direction. At the present 
threshold of highly competitive selling, the accountant is in a 
position to include selling cost control procedure within his scope 
in addition to the manufacturing cost control field in which his 
influence is everywhere acknowledged and accepted. 


Stress on Records Useful to Sales Management 

In a great many instances, his initial encounter with the sales 
department will bruise and stun the accountant’s concepts of cost 
accounting and activity control as developed through contact with 
the engineering and production departments. In those depart- 
ments, he had tools such as time studies, bills of material, time 
tickets, blueprints, job evaluations, requisitions, cost standards, 
and many other devices for control of material, labor, and ex- 
pense. What a shock awaits him in sales! The chances are that 
in every direction he turns, he will meet a philosophy rather new 
to him. He will learn that “the salesman knows his accounts,” 
that “you cannot stop-watch a salesman,” that “you cannot do 
thus and so because, if you did, the salesman would leave and 
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take his accounts with him,” and he will be told that “the sales 
department has been selling now more than the plant can deliver.” 
What is more, this resistance on the part of the sales depart- 
ment often has a basis in sound experience. 

The accountant will be wise if he does not at first stress too 
much the selling costs as they currently appear in the accounts 
and if he does not at once seek to impose detailed cost reporting 
on the sales department. Rather, he should seek to devise basic 
sales activity records useful also to sales personnel and in the 
light of which, alone, dollar cost figures can be effectively utilized. 
There are underlying controls which can be set up and to which 
the sales department can hardly object. Before long the chances 
are good that the sales department personnel will help out because 
they find that the records proposed are very much to their own 
advantage. 


Putting the Basic Control Data in Usable Form 

There are three such controls which, in my opinion, are truly 
fundamental. They may take considerable time to install in any 
particular instance in order to be reliable as well as prompt, ade- 
quate but not needlessly complex, and organized in a way to be 
as useful to sales and general management as to the accountant. 
The three controls are: (1) record of product sales by salesman, 
(2) list of customers, and (3) record of their purchases. Ele- 
mentary as these three items may seem, they are also basic. Once 
established, they will serve as a foundation for forecasts, periodic 
assay of competition, periodic analysis of business decline and 
loss, standard of territory sales expenditures, and other mechanics 
of control. 

At first one may retort that, of course, any company must 
already have these three records. However, they do not usually 
exist as such, at least in smaller companies. Probably most com- 
panies do have a record of each salesman’s sales somewhere in 
some form. Nevertheless, the accountant is pretty sure to dis- 
cover that there is a lot of work ahead of him to set up this rec- 
ord and put it into routine operation so that it can be used to 
gauge sales effort, measure progress or retrogression, compare 
salesmen fairly, compare the company with its industry and with 
census data, and draw conclusions with respect to the sales effort 
to be put behind particular items. 
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The same situation exists with respect to a list of customers. 
They are named on ledger cards and sales slips, but are they? It 
is not enough to have their names and addresses scattered through 
the records. No appraisal of sales possibility or greater familiar- 
ity with individual customer needs, types of customers served, 
etc., will spring from this data alone. The accountant must dig 
deeper and find out what each customer makes, what materials 
or services he uses, how much and from whom he buys, how he 
stands on credit, in reputation, in style leadership, and in many 
other ways in his industry. The accountant will develop the de- 
gree of attention each one merits and will classify customers to 
provide a basis for future standards of sales expense and ex- 
pectancy. 

The third control is essentially a combination of the first 
two, an accessible and current record of purchases of each cus- 
tomer. The figures are in the ledger but, for sales control, they 
need to be arranged differently from what suits the requirements 
of the accounts receivable or collection department. They should 
be organized to show what each customer and each group of 
customers is buying among the several lines the company pro- 
duces. The grouping will depend on the peculiarities of the busi- 
ness involved. Groups may be trading centers or industries or 
kinds of retail or wholesale outlet or sales territories or combina- 
tions of these. The company may maintain one or several group- 
ings of customers as may prove useful. After the customer group- 
ings have been established, there will be need for careful study 
to arrange sales in just the correct product classifications. There 
must be sufficient breakdown to reveal significant sales facts, 
but there is a danger in setting up too many product classifications. 
Insignificant facts blur one’s observation of what is of real im- 
portance, consume expense office time, and can too well serve 
some critic with ammunition to point out “all the red tape the ac- 
countant has got us into.” 

It will be most convenient if the record of sales to customers 
can be kept on a card or other device to permit easy shuffling and 
reshuffling and later ready reassembly in normal positions. Fre- 
quently it is desirable to break down sales data according to sales- 
men, or class of product or location, or low or high profit items, 
or in numerous other ways peculiar to the business. Then it is 
handy to shuffle thé cards to secure the facts. 
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A Place for Perseverance 


The whole field of sales control records and selling expense 
analysis and control is an extremely fertile one and prudent 
effort will yield practical results. If our cost accountant in 
the small company will actually build up these three controls, a 
year from now he will have sales support to go on to bigger phases 
of sales cost control. It is just possible, also, that there are me- 
dium-sized and large companies in which sales control records are 
a lost or undiscovered art. Here, too, the three basic records which 
have been somewhat briefly described in this article may serve to 
initiate the controlling and directive effort necessary to afford 
management a sound basis for judging sales effort and materials 
for productive analyses of selling activities where such analyses 
are indicated. 

It is probable that a presumed high cost of obtaining useful data 
has, in many companies, combined with internal resistance to 
change to provide an effectual stumbling block to the develop- 
ment of worth-while activity and cost records for sales operations. 
When it is comprehended that such records may be the basis of 
much information which sales personnel need from day to day, 
that any appraisal of particular activities must stand or fall on 
facts, and that the primary records are few in number and by no 
means costly, a different viewpoint may prevail. For, if a com- 
pany knows how much of each of its products each of its salesmen 
is selling, is well-versed in the characteristics and potentials of 
every one of its customers, and has a comprehensive historical 
record of sales to each of them by line of product, there is very 
little by way of useful information on sales performance which 
cannot be developed therefrom with a minimum expenditure of 
time and money. 
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ORGANIZATION AND ACCOUNTING CONTROL OF AN 
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t is by KEITH W. COX and GEORGE F. DRAPER, 

Is, a Members of Supervisory Committee, Eli Lilly Credit Union, 

ona Indianapolis, Ind. 

me- i 

o This paper, descriptive of the facilities provided by a company 
credit union, notes its status under state laws, and describes its 

re to organizational structure and mode of operation. Given also are 

ford procedures necessary to the carrying out of the main functions 

rials of a credit union and samples of the principal forms required, 

yses based on the experience of the authors’ company. 

data 

e to [’ this paper, there is presented the general outlines of the 

lop- plan and organization of a credit union maintained under com- 

‘ons. pany auspices but operating under the control of its members, 

s of for the employees who make the deposits are as truly owners 

day, of the enterprise as stockholders in a corporation. A credit union 

1 on is a separate legal entity. It thus turns out that the services are 

y no by the employee and for the employee—he is serving himself with 

om- the aid and sponsorship of his company. 

men The credit union is incorporated under state laws, and all opera- 

s of tions are subject to the supervision of the state department regulat- 

rical ing financial institutions. All of its offices are filled by members 

very (eligibility limited to company employees) who serve without 

hich remuneration. Management is entrusted to a board of directors 

> of elected by the members as shareholders. In order to provide con- 


trol of operations and an independent review authority, a super- 
visory committee is also elected. Credit approval on all loans is 
controlled by an elected credit committee. 

Operations are centered in an office supervised by a manager 
responsible to the board of directors. The personnel and equip- 
ment of this office are provided by the personnel relations division 
of the company. The accompanying organization chart, Exhibit 
1, has been developed to show over-all relationships and also the 
internal control and specialization provided by: (1) separating the 
operations of posting from those of original voucher preparation 
by the counter clerks, (2) reserving credit approval on all loans 
to the credit committee, and (3) providing auditing of all opera- 
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Exuir 1 
tions by the supervisory committee. The organizational structure 
reduces the possibility of alteration of the records by the clerks 
preparing the original vouchers and also controls the posting 
clerk’s access to these vouchers. Rapid replacements or substitu- 
tions are provided for, since there are at least two employees who 
are adequately trained in the current operations of each job. 

The supervisory committee consists of a group of three members 
with no other relationship to the operating organization than the 
committee functions, in order that review and control of all 
credit union records and personnel in protection of the members’ 
interests may be assured. This committee is responsible for audit- 
ing the records, verifying the funds, and making certain that the 
rules of the constitution and by-laws are followed. To enforce 
these duties, the committee has the power to suspend any officer 
or member for cause and to call a shareholders’ meeting to con- 
sider any violations. In practice, this group also reviews proce- 
dures and recommends revisions and changes to improve operating 
efficiency. When changes are made, the committee supervises the 
adoption of the new methods and determines whether or not they 
are working properly. 























erks 
ting 
ritu- 
who 








301 





NOVEMBER, 1949 


Operating Procedure; Member's Account Card 


The credit union provides a convenient savings plan tied in 
with a voluntary payroll deduction procedure. These savings may 
be simply deposits subject to withdrawal and, if so, are designated 
as Shares “A,” or they may be an accumulation of payroll deduc- 
tions to purchase U. S. Savings Bonds, in which case they are 
designated as Shares “B.” The money deposited by the members 
in the Shares “A” classification is loaned to other members or else 
invested in government bonds. Such uses are intended to provide 
an income for the credit union large enough, after providing for 
reserves required by law and for various minor operating expenses, 
to pay dividends to the “A” shareholders sufficient to encourage 
savings. Dividends are declared by the board of directors semi- 
annually. 

To effect payroll deductions for savings purposes, the credit 
union member voluntarily prepares an authorization to the com- 
pany, which may be changed or cancelled at any time, for the 
payment of a specific sum to the credit union, indicating whether 
it is to be used for savings, bond purchases, or (in case of indebt- 
ness under conditions described later in this paper) repayment of 
a loan. The credit union advises the company payroll section 
of the amounts to be withheld under these authorizations but does 
not indicate the purposes. Since the number of authorizations is 
large and amounts constant from period to period in most cases, 
advice by exception is employed. Once the deduction list is set up 
and control established, a report of changes is given prior to each 
payroll computation and the deduction control is corrected. 

The Member’s Account Card, Exhibit 2, is maintained for each 
account and is the basic and detailed record of the transactions 
affecting each member. These cards are filed in clock number 
order, separated by payrolls which are paid biweekly on alternate 
weeks. In the operation of the system, all postings to the member’s 
account cards are made on an accounting machine. The majority 
of the transactions posted are recorded on the lower portion of 
the card from standard information carried on the upper part of 
the same card. The position of the card in the machine keeps the 
upper part of the form in full view during the entire posting 
operation. All entries posted on the member’s account card are 
also reproduced by carbon impression on the appropriate journal 
for the entry being posted. The card is divided into three major 








Z 119Hxy 





TEV LLOY §.é3fist 





j 
Tt 








A 
— 





A 
i. 













































































































































































Lo a OL 











—~SRPOT- 








NOINN LIGZUD muva MeO NHL 


WR | Read Pad “cee inal ns Sel wae) Risen bowel tll tine! one! hell baw BE 





qavy) INNOOOY S.zaENAy 











NOVEMBER, 1949 803 


sections: (1) a code system at the top margin to identify matu- 
rity dates of loans, cards calling for savings, bond deductions, 
and other special information, (2) the top portion devoted to au- 
thorized deduction information, and (3) the lower section for 
recording ali transactions on each member’s account. 

This card has been arranged to receive entry of data in an order 
which reduces the number of tabulations and the distance the 
carriage must travel, by placing the various entry sections accord- 
ing to frequency of posting. Thus, “B” Shares with the fewest 
postings appear at the left, interest and loans appear in the center 
of the card, and the “A” Shares—most frequently posted—are 
located to the right. Since 60 per cent of all entries relate to 
Share “A” accounts orily, the card design cuts down the carriage 
return distance by perhaps half for such entries. 


Deduction Posting Procedure 


Payroll deductions upon which most credit entries are based 
are initiated on an Authorization for Wage Deductions, Exhibit 3. 
In the process of entering these authorizations for deductions, or 
changes therein, to the upper or data portion of the member’s 


AUTHORIZATION For Crepir UNION 
Wace DepuctTIons 


Payroll Effective Date Clock Number 


TO: The Company 
I, an employee, hereby authorize my employer to make deductions from my 
biweekly wages to be earned, and to make payment of such amounts so de- 
ducted to THe Company Crepit Union for the following purposes: 
Previous deduction Purpose New deduction 
Class “A” Shares 
Class “B” Shares 
Loans 
Interest 
Total 
Any unpaid wages due me may upon termination of my employment be ap- 
plied toward the balance of any loan which may be listed above. This assign- 
ment is revocable by me at any time upon written notice to my employer. 
Signature of Employee 
Date..... decduadiscsssRevedoutoun 
Accepted by Employer 
Exuzsirt 3 
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CHANGE JOURNAL 




















Exuuisit 4 


account card, the accounting machine produces a carbon Change 
Journal, Exhibit 4, which supplies the necessary information for 
controlling the increase or decrease in the amounts to be received 
by the credit union from the employer in connection with each 
payroll. A copy of the change journal, showing only the total 
change in deductions for each employee, his clock number, and his 
name, is presented to the payroll department of the company 
before the payroll is written. When the payroll is written, the 
employer sends the credit union a check for the total amount de- 
ducted. Because of special situations such as sickness or insuf- 
ficient pay, there will be some variation between the amount re- 
mitted by the employer and the total amount authorized to be de- 
ducted. A reconciliation list, showing the accounts for which no 
deduction was made, accompanies the remittance from the em- 
ployer. 

In posting the payroll deductions to the members’ account 
cards, the cards shown on the reconciliation list are temporarily 
removed from their place in the file. The posting operator may 
then go through the entire file of remaining cards, posting in the 
bottom section the deduction shown in the top portion. These 
postings are reproduced, through carbon, on the share and loan 
journal which is arranged like the lower part of the member's 
account card with columns added for proofing. This total posted 
must balance with the remittance received from the employer. 


Recording Cash Deposits and Withdrawals 

Another source of transactions to the member’s account card 
is the Daily Cash Receipt, illustrated as Exhibit 5. All cash is 
received through the counter clerks who must issue this three-copy, 
handwritten form for all money received. For control the third 
copy is locked inside of a register. When the receipt is written, 
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the second copy is given to the depositor and the original is kept 
for the record of entry. Each day’s receipts are turned over to 
the supervising clerk who counts the cash and verifies the total 
cash from the control copies locked in the register. The originals 
are given to the posting clerk for entry on the members’ account 
cards. The control figure on the share and loan journal, which 
is (as mentioned in connection with the posting of payroll deduc- 
tions) a carbon of the account card entries, must agree with the 
supervisor’s cash control figure. 

When a member wishes to withdraw funds from his Shares “A” 
account, he executes the Withdrawal Authorization, shown as 
Exhibit 6. To give the members prompt service and to eliminate 
any waiting time, this form with the passbook may be placed in a 
credit union collection box before 10:30 a.m. so that the checks 
may be available to the members at 3:00 p.m. on the same day. 
Since the worker is engaged during this period, this lapse of time 
is no delay for him. In preparing the checks, the passbook is 





DAILY CASH RECEIPT 
Tue Company Crepit UNION 
Keep this copy as a receipt 


Deposited as: Amount 


Entrance fee 
Recording fee 
Class “A” shares 
Class “B” shares 
Loans 

Interest 


Deposits for the 
purposes listed above—Total 




















Name 
Date Clock No. 
No. Payment received by: 
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Crepitr UNION WITHDRAWAL AUTHORIZATION 
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(The Credit Union passbook must accompany this 
form to insure prompt service.) 


Exuisit 6 
compared with the member’s account card and verified for suf- 


ficient funds to cover the withdrawal requested. At this time, the 
passbook is posted to record all transactions that are shown on the 


member’s accuunt card since the passbook was last presented. The bes 
checks are then prepared, a duplicate being made for the credit ms 
union records. Controls are obtained on each day’s checks and Pa 
entered in the cash disbursements journal. The duplicate checks se 
are used as the posting media to members’ account cards. 2 
Loans to Members br: 

Since the credit union exists for its members, one aim is to ha 
provide small loans at as reasonable a cost as is possible. The ap) 
interest rate specified is favorable when compared with that of for 
other loan agencies. In addition, interest on loans is charged mt 
only after the loan is paid off, so that all previous payments apply sct 
in full to reduce the principal, and the interest is collected as an otk 
extra payment. This simplifies computation and posting for the ri 


credit union. Loans are in two main groups, signature loans up 
to $100 and secured loans. For loans of more than $100, security Ty 
is required by law. Automobiles provide most of the dollar volume 
of collateral for secured loans, but chattel mortgages on furniture 


and cosigner notes are acceptable although not encouraged. No ef- apt 
fort is made to promote loans but the availability of the service and wh 
lower comparative interest rates are made known. .A good work brs 
record is the primary credit rating required for a loan to an em- i 


ployee. His job is his best security. 
The power to approve applications for loans is vested in a la 
credit committee of three members which meets each business a 
day at 11:00 a.m. The daily schedule of credit union operations 
with respect to loans is as follows: 
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Time Function 

8:00 a.m.—10:30 a.ra. Open for receipt of applications for 
loans. 

10:30 a.m.—1I1:00 a.m. Preparation of loan applications and 
members’ records for the credit com- 
mittee. 

11:00 a.m.—12:00 noon Credit committee meeting to act upon 
loan applications. 

1:00 p.m.— 3:00 p.m. Preparation of notes, mortgage papers, 
and ‘checks. 
3:00 p.m.— 5:00 p.m. Open for issuance of checks and 


suf- signing of papers. 


































. [ Since all transactions for obtaining loans take place during 
‘a working hours, every effort is made to reduce waiting time. The 
redit essential information is obtained as quickly as possible. All formal 
| a paper work is done before the borrower returns and only the 
ail necessary signatures are taken at that time. No waiting for cleri- 

cal work is involved. The above schedule also facilitates easy 

accommodation of loan facilities to circumstances of personnel at 

branches. Since there is more than one plant location, agents — 
‘s to have been designated at each to receive withdrawal slips and loan 
The applications and to assist in the preparation of the forms. The 
t of forms are dispatched to the central credit union office through 
rged intracompany delivery in time to fit into the above operating 
pply schedule. After the office work is completed, the checks and 


<a other forms are placed in individual folders and returned to the 
» the originating branch agent for delivery to the member at the same 
time as they would be available at the central plant. 









Ss up 
se Types of Loans Granted 
cure For signature loans, a loan application form is signed by the 
me applicant indicating: (1) the amount to be borrowed, (2) use for 
oat which money is required, and (3) terms of repayment. This is 
be written at the counter by the credit union clerk who explains 
= credit union policy on loans and interest rates, and generally 
guides the applicant and obtains necessary information. For 
aa automobile loans, considerable information relating to the col- 
= lateral must be obtained. Adequate insurance coverage is required. 
sons Either a policy or fifteen-day binder signed by an insurance agent 





and including a loss payable clause, must be delivered before the 
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loan check is given. A chattel mortgage with the lien recorded 
on the title is required as part of the procedure. Full details of 
the description of the automobile are handled when the applica- 
tion is prepared. 

When cosigner loans are requested, a careful explanation of 
the cosigner’s liability is made to the cosigner in private by the 
credit union manager and a signed statement of knowledge of 
responsibility is obtained. A definite effort is made to discourage 
cosigner loans, limiting them to emergencies, but occasionally 
policy limitations make them the only type feasible. Loans se- 
cured by household furniture are sometimes made. However, 
they are limited to employees of one year or more of service. A 
chattel mortgage jointly signed by both husband and wife is 
required. 

After the credit committee has approved a loan application, the 
note and check must be written, and the authorization for wage 
deduction and chattel mortgage forms prepared. Entries are also 
made in the passbook of the member and a duplicate copy of the 
note is made for him. The duplicate loan check is used as the basis 
for posting the transaction to the member’s account card. The 
total of the postings shown on the share and loan journal (again 
in the form of carbon impressions of postings to members’ cards) 
must balance each day with the total of the checks written for 
loans. 

Since a member is permitted only one outstanding loan, a prob- 
lem arises when he wishes to borrow additional money before the 
previous note has been fully paid. It is necessary to issue the new 
note for the sum of: (1) the amount of the note outstanding, 
(2) accrued interest, and (3) additional funds desired. In order 
to accomplish this, the amount borrowed on the new loan is re- 
corded in two parts: (1) a Counter Receipt, Exhibit 7, is pre- 
pared and used to record the closing out of the old loan and set- 
ting up a part of the new loan, and (2) a check is issued for the 
additional money loaned. The total of these two vouchers equals 
the principal of the new note. The counter receipt gives the 
credit union a signed acknowledgment of the final payment on 
the old loan and the check represents the additional sum borrowed. 
The counter receipt may also be used to transfer funds from one 
shares account to another, to loans, or to interest if a member so 
desires. 
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ae Subscriptions to Savings Bonds 

wage The credit union handles all U.S. Savings Bond transactions 

» oles for its members. Amounts withheld from payrolls are posted to 

f the Shares “B” accounts of the individuals. When the amount ac- 
basis cumulated is equivalent to the purchase price of the savings bond 
The desired, a bond is issued. The credit union is an authorized issu- 

again ing agent for the Federal Reserve Bank and maintains an in- 

ards) ventory of unissued Series E Savings Bonds. A separate fund 

a for and record is maintained for bond account transactions. At the 

end of each month, a check is drawn from regular credit union 

prob- funds, reducing the “B” Share accounts, and is deposited with 

e the the savings bond fund. Bonds are issued in the amount paid for 

new and entry is made in the bond record. Cash sales of bonds at the 

ding, counter are also kept separate from other transactions. When the 

order credit union check and cash sales receipts are deposited to the 

is re- savings bond fund, the unissued bond inventory account is credited. 

| pre- The total of the unissued bond inventory account and the savings 

1 set- bond fund is offset by a liability account due the Federal Reserve 

or the Bank for savings bonds. 

quals A monthly report is made to the Federal Reserve Bank for 

s the bonds sold and inventory on hand. The remittance for sales is 

nt on included with the report and is paid from the savings bond fund. 

owed. On the credit union statements, the bond liability account is de- 

n one ducted from the bond asset accounts so that the relationship does 






er SO not influence other balance sheet figures. The clerk handling the 


bond account is directly responsible to the manager. 
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Balance Sheet—February 28, 1949 


Assets 


Petty cash and stamp funds..................... 


Tee e OPO Pee eee eee eee ee eee eee eee eee eee | 


Liabilities 
ED nin den chddne sas des sevy ov Cena en 
we SE ee ee a 


“B” Shares partially paid 
Recording fees deposi 


Feb. 28,1949 Dec. 31,1948 
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Tue Company Crepir UNION 




















$121,200 $ 90,850 
300 300 
440 2.235 
284,350 271,700 
277,770 277,110 
$684,060 $642,195 
11,175 13,794 
49.613 47,5% 
—60,788 —61,350 
$684,060 2,195 
Feb. 28,1949 Dec. 31,1948 
$607,970 $569,430 
12,640 13,500 
5,720 5,120 
130 100 
60 - 
19,100 19,100 
38,440 34,945 
$684,060 $642,195 








Statement of Profit and Loss—February 
This month This 6 months 


Income 


Interest received on loans Rocitiiats ie tubieat i eirace we 
Interest received on investments................ 


Exugsrr 8 











$ 1,390 $ 2300 
40 1,150 

$ 1,430 $ 4010 
17 7 
eee 405 
0 

$ 42 ¢ SIS 
$ 1,388 $ 3,495 








Journals, General Ledger, and Financial Statements 


As previously indicated the share and loan journal form is @ 
copy of the lower portion of the member’s card and receives de- 
tail record of four types of transactions by carbon transmission 
from postings to the members’ cards, each type of transaction 


being accumulated on a separate journal sheet. These four groups 
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of transactions are: payroll deductions, daily cash receipts, daily 
checks issued, and “counter” receipts and disbursements. The 




















31, 198 counter receipts and disbursements are posted to separate pages 
90,850 of the journal which offset each other. The daily journals are 
oon recapitulated for the month in individual summaries. A general 
71,700 journal is used for transactions, accruals, and adjustments, which 
hen are not adaptable to the special journals. The journals are posted 
42.195 to the general ledger from which a balance sheet and statement 
et of profit and loss, Exhibit 8, are prepared. The board of directors 
61,350 of the credit union also requires supplementary information. 
42.195 Hence, a statistical Report on Credit Union Transactions, Exhibit 
g, is likewise prepared. This statistical information has proven to 
31, 1948 be most valuable, especially in showing the volume of transactions 
69.430 handled by the credit union. 
13,300 
— Sundry Financial Services 
A number of other credit union services are made available as 
te a convenience to employees in handling everyday money matters. 
— Money orders can be obtained by placing an application form in 
42,195 a box at the credit union office before 10:30 a.m. These forms 
are collected and the money order prepared. After 3:00 p.m., the 
completed money order may be picked up by paying the amount 
| months of the money order plus the regular fee required by the express 
2.860 
1,150 Report on Crepit Union TRANSACTIONS For Fesruary 1949 
4,010 Credit Union Business 
amen ie OF CN, 6 nk. ivdkdd onctqudnsdsveesbasenseees 4,056 
~ VC Rae Se Se er rere 100,990.80 
70 ak en A 4 iw cline sanmendiddeanahate 74,870.37 
405 Number of checks written. ...........00--00seeceeeeeeees 1,862 
”) Number of loans made...........ccccscccecccscceccccess 256 
a NE Ml, I as in nitsin Uatiae aha alle hae vies 58,578.61 
515 Loan collections ...... Mhisdentdé uses cabkatinesegseaehs 53,126.21 
wate Number of loans outstanding. ................ceececeeees 1, 
3,495 Securities sold and purchased..................2.020 200s $ 40,000.00 
oe Miscellaneous Activities 
EE TOE TOOL / Fae 448 
OS CIEE green nos uc acabandoccseguabene 253 
Total employees buying bonds................0ssseee8- 701 
= 2 Number of bonds sold in February..............0..0+s00+ 617 
Value of bonds sold in February...........+..0+seeeeeeee $ 24,975.00 
ves de- Number of money orders sold in February..............++ 731 
nission Value of money orders sold in February................+. $ 10,351.80 
- Number licenses sold in January and February.......... 1,081 
saction Value of licenses sold in January and February.......... $ 8841.00 
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company for which the credit union is agent. An imprest fund is 
used for postage stamp and U.S. savings stamp custody and sale 
and these are available at the service window throughout the day, 

Another service provided is that of obtaining automobile license 
plates and driver’s licenses for employees. In this service, the 
credit union acts as an agent of the state in preparing applications 
and receiving fees. The application form properly signed, to- 
gether with the fees collected are submitted to the state license 
bureau. The license bureau acts upon the applications and sends 
licenses and license plates to the credit union which in turn dis- 
tributes them to the proper employees. Funds collected in con- 
nection with this service are not commingled with other funds. 

Personal checks are cashed from an imprest fund for the con- 
venience of employees. Payroll checks present a problem of peak 
volume and large cash requirements. This situation is met by en- 
gaging an armored car check cashing service. Public utility bills 
may also be paid at the credit union office, the union acting as an 
agent in accepting payment. Careful control and adequate record 
of receipts are needed and prompt transmittal of receipts is re- 
quired to prevent difficulty on discounts. 


A Worth-while Facility 

In this paper, there has been presented the plan and procedures 
under which a credit union may operate, as ours does, within the 
company, supported by the company as a personnel service. As 
set forth, the credit union is a separate legal entity. Its members 
elect its officers and income from funds deposited is distributed 
to the shareholders in dividends or retained in part as a reserve. 
Its operating expenses are the company’s contribution. The com- 
pany receives direct benefits through the consolidation of payroll 
deductions and the good will resulting from the financial con- 
veniences afforded the employees. 

The separate organization of the credit union provides financial 
help to employees when needed, relieving the company of re- 
sponsibility. The credit union also provides constant reminders 
of its service through help in handling money matters. It de- 
serves serious consideration for a place in the personnel program 
of any progressive company. 
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INTERNAL COST REPORTS FOR THREE LEVELS 
OF MANAGEMENT 


by W. E. GUINN, 
Office Manager and Auditor, Roberts & Rhea, 
Fort Worth, Texas. 


Distinguishing ten types of internal reports, as classified by sub- 
ject matter, the author of this paper directs attention to the nature 
and contents of reports intended to be read by the several levels of 
management. These are individualized as executive, superintend- 
ence, and supervisory levels, respectively. Report contents appro- 
priate to each are discussed in turn. 


‘wom beginning of our industrial growth in America did not call 
for very much, if any, detail costing. The general accounting 
provided the cost in terms of totals only but this sufficed for that 
early period. A hundred sets of harness were known to cost so 
much for the totals accumulated and it was not thought necessary 
to know how much each individual component part such as collars, 
tugs, or lines cost. However, just prior to the era of railroad 
building, cost accounting gradually became a necessity. Without 
any detail costing, the management of the existing steel mills, loco- 
motives works, and lesser manufacturing were unable to make 
proper and knowing decision, and direct competition was increas- 
ing from Europe. From that small beginning, the activities of the 
cost accounting field have been increased many times until today it 
has created a technical field for the specialized cost accountant. 
The Cost Reporting Field Opens Up 
Management began to be more and more dependent upon the 
cost accountant, but even the accountant could not be certain that 
he was always making the proper charges and allocations for the 
various purposes of managerial control and presentation. Experi- 
ence with industry-wide cost systems pointed up this situation. 
Early in the twentieth century, a few industries advocated and 
worked toward uniform cost systems with the view of obtaining 
a better knowledge of costs. The development of these systems 
Provided composite statistics as a means of testing the efficiency of 
individual company operations and for verifying the reasonable- 
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ness of cost estimates. Indirectly, these cost statistics came to re 
veal marked disparities in cost results. In 1930, the Chamber of 
Commerce of the United States made a survey of approximately 
130 trade associations, members of which were attempting to do 
their accounting on a uniform cost accounting basis and were re- 
porting the cost activities to a central agency. It was found that 
the overhead or burden rates used by contributing companies 
varied from 50 per cent to nearly 500 per cent of the direct labor 
charge for individual plants in the same industry and under prac- 
tically the same territorial costs. Obviously such discrepancies 
were due primarily to the methods of allocation and computation 
and not to difference of plant operations. 

These efforts also showed that the management of progressive 
manufacturing companies foresaw well before 1930 that some ef- 
fort had to be made to establish proper controls and procedures 
for the governing of costs and that reports made to management 
must be dependable. It is reasonable to assume that any organiza- 
tion that had any semblance of a cost accounting staff, or perhaps 
only an auditor, began to rely on their services toward the estab- 
lishment of better cost records, procedures, and reporting. Reports 
to management naturally followed as the need arose and were re- 
vised, extended, or eliminated for better ones as techniques avail- 
able and the growth of the organization provided. 


Distinguishing External and Internal Reports 


As the organization structure became more complete in respect 
of costs, the need for two types of reporting became clear. These 
two types of reports became known as public and private. In re 
cent years they have been known as external and internal reports. 
The usual external report is a very different thing from internal 
reports. This article is directed to the latter group. However, in 
order to eliminate as much as possible any confusion of thought, 
it may be well to identify the former also. They. are commonly the 
reports that have been approved by executive management to be 
issued in summary form to the public, stockholders, and creditors. 
They include balance sheets, profit and loss or operating state 
ments, and surplus reconcilements for the classification of the 
changes made in that section of the balance sheet. 

Naturally, all of the external reports can become internal re 
ports. However, this requires inclusion of much detail pertinent to 
the organization. To become internal reports, many items in the 
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published summary reports must be amplified in order to meet the 
requirements and needs of the executives. . Moreover, there is a 
whole group of further reports on internal matters so detailed or 
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ig to do pin-pointed as to be quite of a different sort from the external re- 
were Te ports. The internal reports will be of such nature as: 
ind that 1. Sales reports 6. Cost reports 
mpanies 2. Cost of sales 7. Departmental costs 
ct labor 3. Production reports 8. Division cost state- 
er prac- 4. Standard costs and va- ments 
=pancies riances g. Scrap and salvage re- 
putation 5. Budgetary control re- ports 
ports 10. Miscelianeous 
gressive 
ome ef The ABC’s of Internal Reporting 
cedures It is my feeling that the duty of the cost accountant to keep al- 
agement ways in mind the various kinds of reports that should be rendered 
rganiza- to each level of management is his prime responsibility. In carry- 
perhaps ing it out he must have a comprehension of what each level needs 
e estab- for its guidance in intelligent operation of the plant. In addition, 
Reports reports to any management level should follow the A B C’s of re 
were Te- porting. These are accuracy, brevity, and clarity. One single in- 
Ss avail- accurate report, besides inducing misguided action in the particular 
instance, can cast a long shadow over the cost department’s work 
for a considerable time. As to brevity, no executive, manager, or 
supervisor has any time to be burdened with reading matter that 
respect does not all but speak for itself. Any one of these individuals is 
. These looking for just a few good facts. Clarity should be the culminat- 
Inte ing achievement of the cost accountant in report preparation. 
se The Company Level—Reporting to Executive Management 
ever, in The summary form of the balance sheet and financial statements 
hought, provided executive management should include comparative data 
only the of a former period and perhaps that of the projected budget fore- 
it to be cast. (This also applies, in part at least, to other reports.) Some 
editors. executives are partial to graphs and, if this is the case, graphs 
g state- should be furnished as supplementary to the typed reports. Such 
of the graphs are especially helpful to executives in large companies in 
assisting to determine at a glance, and perhaps from a cursory 
‘nal re- examination of the report as a whole, the trend of the operation. 
inent to In a smaller business the executive may feel that he is near enough 
; in the to the actual operation to know at all times what fluctuations are 
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taking place and reporting of current figures alone wou!d suffice, 
This would be unusual. Sometimes an individual executive will 
have a particular flair for remembering details of data. Sucha 
man requires special treatment in meeting reporting requirements, 

The cost of sales and sales reports are particularly serviceable 
at the executive level. These two reports may easily be issued as 
one. However, the vice president in charge of sales will need the 
sales report in greater detail than will, for example, the treasurer, 
The cost accountant must determine the needs of his own execu- 
tives at every turn. 

Production cost reports are properly somewhat more detailed 
than sales and cost of sales summaries. There is little point toa 
production report which does not recognize the efficiency (or not) 
of the principal operations. In addition to the inclusion of the 
direct labor and raw material costs, the production report should 
incorporate items of a nonrecurring nature. Such might be ma- 
chine and man-hour idleness due to power failures, strikes, or a 
period of excessive absenteeism. : 

All successful plant operations are dependent in some degree 
upon a properly prepared budget based on normal plant production. 
The company’s top executive will perhaps find the cost accountant 
of greatest service in the preparation of the budget and the in- 
auguration of budgetary controls. The internal reports which nat- 
urally follow effective installation of such controls form a type of 
report intimately connected with achievement of the company ob- 
jectives—as a whole and by divisions and departments. These re- 
ports provide the means of forecasting, planning, and control of 
the operations. The form of the report should include percentages 
of budget performance variances to augment the comparative dol- 
lar volume data. 

Department and division cost statements are pertinent to exect- 
tive judgment in over-all operation and economical production of 
the plant’s finished product. The top executive usually views these 
units as integral parts of the production line. For his purposes, the 
indirect or overhead costs of the department or division must be 
included in reports in order to enable any corrective measures t0 
be taken to lower out-of-line costs wherever the responsibility for 
their incurrence lies. 

Cash reports are especially important at the top management 
level. They often affect planning significantly. Ordinarily these 
reports are summarized and compared with budget requirements 
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with more ease than production or factory reports. The territorial 
collections on sales are helpful to the credit manager and sales 
manager, especially if the company product is sold on a nation- 
wide market. 

Sales reports prepared to give the broadest possible picture, 
without absence of classified figures, enable the executives to judge 
and appraise sales possibilities of the various sales territories. It 
is helpful to them in their decisions with respect to new products, 
the continuation of old items, or the expansion of a sales territory. 
To be of genuine aid, the internal reports must be issued consist- 
ently and in timely fashion. Sporadic reports are of little value. 
The upsurge, decline, or changes of any nature cannot be spotted 
if reports are not capable of comparison. 


The Plant Level—Reporting to Superintendence Management 


The superintendents of departmental level do not require the 
more summary executive level reports. Only from an interest view- 
point are they concerned with financial statements and the over-all 
profit picture. They have no authority to take any action to im- 
prove the end result of matters there portrayed, as these rest 
wholly with the executive level. The reports which they do require 
and which should be rendered to them should be designed to put 
them in a position to properly evaluate results within their respec- 
tive areas of responsibility and so to make recommendations to the 
higher level. 

A plant superintendent or works manager is primarily interested 
in his unit’s cost of production, labor efficiency, and position with 


_ Tespect to the production schedule. He is concerned with exces- 


sive spoilage, rejections, or uneconomical use of raw material. 
Without proper reports at the correct time, the management will 
not be cognizant of related critical situations until a considerable 
loss has been incurred. As to overhead, the responsible head of a 
production department does recognize that he must bear his share 
of burden, so that it would be advantageous to indicate on the re- 
port his proportionate share of that expense. This may require a 
detailed study and review on an interview basis between the pro- 
duction manager and cost accountant. Should the reports sub- 
mitted to the former eontain charges that he deems disproportion- 
ate, he can get across his position best in conference and point out 
the inequities that he believes exist. 
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The divisional sales manager is interested in both product sales 
report and product cost of sales report covering whatever territory 
is in his province. The sales report serves him as a guide to the 
concentration of sales effort of his organization and emphasis on 
advertising products. The cost accountant should prepare the re 
port on a comparative and percentage basis in order that the user 
may readily determine what effort to exert to correct any drop of 
sales. The report should be specific enough to indicate the possible 
territorial expansion of the product or perhaps the withdrawal of 
products from specific territories. 

Irom the cost of sales report, the sales manager can clarify his 
ideas as to the most profitable items and best sales areas. If mar- 
ket expansion is contemplated, a properly detailed product cost of 
sales report will enable useful comparisons among present terri- 
tories having one feature or another of the proposed new sales 
field. The. production of unprofitable or narrow profit margin 
items may be necessary, but the report should indicate in some way 
the break-even point of each item and thus allow the sales manager 
to see these situations objectively. 

Heads of operating departments are vitally interested in detailed 
standard costs and variance reports pertinent to their particular 
operations. Summary reports will not suffice in these cases. They 
should cover the various manufacturing processes and should, 
among other things, work in consideration of the department's 
utilization of direct labor and direct material and its performance 
as to spoilage, idleness of machines and man-hours, overtime pre- 
mium labor, and overhead allocation costs of the particular func 
tion. Here again the comparative and/or percentage form of re- 
port should be used. It should be complete enough to enable the 
department manager to spot variances or out-of-line costs imme- 
diately. A variance report periodicity of every ten days is desirable. 


The Shop Level—Reporting to Supervisory Managment 

Some organizations do not feel it necessary to furnish their 
supervisors or section heads with production reports. However, it 
seems clear that such personnel should be furnished with some 
type of report to cover the costs of their function. It would not 
be necessary to furnish the report in a highly polished form which 
takes time and checking to prepare. It might be in memorandum 
form only. At least it should be on a daily basis and should cover 
such items as direct labor, raw materials cost, spoilage, waste ma- 
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terial generated, and idleness—particularly any idleness due to ma- 
chine breakdown or stoppage as a consequence of inefficient ma- 
chine operations. Any stoppage or idleness not directly chargeable 
to the section should be footnoted in order that the supervisor will 
know that he was not charged with the cost. 

A type of report of this nature is a step toward the proper edu- 
cation of the individual foreman so that he will know that the re- 
sponsibilities which are attached-to his promotion in rank include 
the responsibility of accepting and using cost reports. As said 
earlier, any report at any management level must be needed and 
used. At the lower level tier, its purpose should be to encourage 
better and closer supervision. 

Writing in the February 1, 1941, issue of the N. A.C. A. Bul- 
letin under the title of “Cost Reports for Operating Heads,” I. D. 
Dawes very aptly defines the accountant’s role. He states, “Ac- 
counting, and particularly cost accounting, will reach its greatest 
development and have its fullest value in those companies whose 
accounting executives—in fact whose full accounting organization 
—realize and practice the principle of ‘Accounts for Operators’. 
instead of ‘Accounts for Accountants.’ . . . The cost accounting 
system should be designed primarily for the use of the operators 
of the business and not the cost department.” He goes on further 
to advise that the cost accounting system be built around plant 
operations as they actually take place, and not devised from theo- 
retical operations that would be pleasing and advantageous from a 
cost accounting viewpoint only. Internal cost reports that are de- 
veloped from cost accounting records which fit the plant operation 
are usually received receptively and not with aversion. After all, 
that is the primary purpose of cost reporting, the assurance that it 
will be used for control of plant operations. 


Considerations of Timeliness and Cost in Internal Reporting 


Timeliness is an absolute essential in internal reports if they are 
to form one of the bases of efficient plant operation. This applies 
equally to reports for all levels of management from the chairman 
of the board of directors to the newly promoted section head. 
After the time of the report has been determined, the resulting 
schedule must be followed without variation until a need of revi- 
sion has made itself evident. Irregularly issued reports are never 
received with enthusiasm or used to advantage. If the executive 
group should be located at a point physically removed from the 


















plant, the internal reports may require some supplemental or ex- 
planatory attachments that would not be required if the members 
of this group were near the plant. This necessity should not, how- 
ever, be allowed to obscure the need for timely delivery of the 
report. Further in this connection, much time will be lost and ef- 
fort wasted if summary and detailed reports, intended for differ- 
ent management levels, are each prepared independently from orig- 
inal data and possibly by different personnel, rather than in con- 
junction with each other. 

Cost accountants, more than others, should be cognizant of the 
cost involved in the preparation of reports. Often a casual survey 
of procedures and methods will bring out the fact that a report is 
not being used, although the cost of accumulating the data and pre- 
paring the statement goes on. It behooves the cost accounting de- 
partment to verify the use and the cost of each report. Every one 
prepared should carry its weight in use. When it is convenient, 
the cost accountant should review the report with the individual to 
whom it is principally addressed and ascertain from him the extent 
of the use he makes of it. He should be asked also to criticize it. 
If it is not being fully utilized, the reason should be found out. 


The Helping Hand 


Manuals of operation and flow charts, when prepared, naturally 
form a “sequence report” on which disclosure of the need for oper- 
ating reports may in part be based, and none is better qualified 
than the cost accountant to aid in the preparation of such manuals 
and charts. The methods and procedure department, where one 
exists, needs the cooperation of the cost accountant in working up 
these assists to management. Historical records and a review of 
past and present operational costs will have their use in present 
and future operations. 

Internal reports will not of themselves operate a plant any more 
than a stock pile of coal will generate steam. Nevertheless, the 
proper internal reports will furnish to management valuable in- 
formation needed to determine that the plant operation is profit- 
able in all possible aspects and that the company is progressive and 
is taking advantage of all aids to profit improvement. 
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A STREAMLINED COST SYSTEM FOR DAIRY 
PRODUCTS MANUFACTURERS 


by JAMES H. GOULD, 


The James H. Gould Co., 
Rochester, N. Y. 


When product costs can, in a manner of speaking, be satisfac- 
torily “squeezed out” of the general accounting records with the 
addition of a minimum of further information and the absence of 
involved allocations, it is very likely that a successful cost installa- 
tion, closely tied in to the general accounts, is in force. Such a 
system based on material formulae, labor standards, and standard 
expense rates, is described in the present paper. 


ny products manufacturing is a field occupied by companies 

of all sizes. In many of ‘the smaller and moderate-sized ones, 
accounting records are at a minimum. Simplicity of design and 
economy of operation characterize the unique application of ac- 
cepted cost principles to the costing of dairy products manufacture 
to be described in this article. Conceived from the author’s ex- 
perience in the dairy product industry, this system saves consider- 
able clerical effort through the elimination of perpetual inventory 
records, and yet provides reporting of unit product costs monthly. 
Accompanying the unit costs are control reports including data on 
material use, labor use, and operating expenses, assembled in a 
monthly management report. The system is based on the funda- 
mental accounting formulae that : 

1. Cost to make equals beginning ingredient inventory plus 
purchases, plus direct labor, and plus plant expense, less 
ending ingredient inventory. 

2. Cost to make and sell equals beginning finished goods in- 
ventory plus cost to make plus selling and administrative 
expense, less ending finished goods inventory. 


The costing procedure presented ties in with the general account- 
ing system with a minimum of disturbance. For its operation, it 


_ is required that general ledger cost and income accounts represent 


only charges and credits related to the month in process (i.e., prop- 
erly adjusted for receivables and inventories at beginning and 
ending dates and free of other amounts either deferrable to later 
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months or applicable to earlier ones) and that expense accounts be 
aligned so that immediate determination may be made from the 
ledger of the expenses chargeable to plant operations and those 
chargeable to selling and administrative categories. The company’s 
total salaries and wages must necessarily be separated into direct 
and indirect labor, the latter being carried to plant or selling and 
administrative expense accounts as applicable. It will further be- 
come apparent, as the presentation proceeds, that the system calls 
for the existence of reliable ingredient formulae, quantity records 
of production, labor time standards, and burden budgets. 

The monthly management report to which reference has been 
made contains a monthly product cost summary, statement of profit 
and loss by products, and plant expense budget performance re- 
port. The monthly cost summary is shown in Exhibit 1 and may 
be used as the point of reference for the descriptive materiai here 
offered. 


Material Costs—Quantity Formula Basis 


If the current month’s beginning inventory of ingredients is 
added to the ingredient purchases for that month, as in the initial 
columns of Exhibit 1, total quantity and cost result. The average 
unit cost of each ingredient equals the total monthly cost divided 
by the total monthly quantity. The company has on file a formula 
for each finished product made, giving the quantity of ingredients 
used to make each product. The monthly consumption of ingre- 
dients for all the products made during the month is computed 
from extending the product quantities made through the formula 
quantities. By adding beginning inventory to purchases and sub- 
tracting quantity consumed as so determined, the ending book in- 
ventory quantity is derived. 

At each month’s end, a physical inventory of ingredients is 
taken. The difference between book and physical inventory quan- 
tities is the ingredient use variance. For good control, this vari- 
ance should be zero. Investigation should be prompted if this vari- 
ance becomes significant, in order to determine its cause. After a 
period of experience during which management has satisfied itself 
that the formula quantities are correct, this variance would repre- 
sent ingredient waste, over and above normal formula waste allow- 
ances, if book.is greater than physical inventory. 

For control, this variance is carried on to the product profit and 
loss statement at the bottom in current month’s and cumulative- 
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to-date quantities stated in pounds. However, to arrive at ingre- 
dient costs as actuals, the variance quantity is spread back over the 
products made and so is written off monthly in manufacturing 
costs without being set out separately. For this reason also, the 
ingredient quantity and dollar consumption figures on Exhibit 1 
as prepared for the management report include the variance amount 
and reconcile between opening inventory and closing actual rather 
than book inventory. 


Direct Labor—Use of Time Standards 

Direct labor costs are applied to the monthly cost summary 
through the use of direct labor standard charts, compiled with a 
time standard for each product processed in the plant. These time 
standards represent the normal time taken by the normal operator, 
with allowances made for fatigue, relief, and other normal con- 
tingencies. They are compiled in terms of standard hours per 
pound of cheese made, per gallon of mix made, etc. The total 
standard direct labor hours consumed by manufacture of a given 
quantity of finished product made may be determined as the stand- 
ard multiplied by the quantity processed. 

The total standard labor hours for the month equals the sum of 
the hours for each product made and, for control purposes, is com- 
pared with total actual direct labor hours worked on these same 
products during the month. Actual hours worked come from the 
clock cards punched by the employees, classified into direct labor 
and indirect hours. Labor efficiency in per cent equals standard 
direct labor hours divided by actual direct labor hours times one 
hundred. The difference between actual and standard hours is 
called the labor use variance. An unfavorable variance would re- 
sult from actual hours greater than standard hours and would give 
a labor efficiency of less than 100 per cent. The over-all difference 
in hours is carried each month to the product profit and loss 
statement in the same manner (i.e., as a footnote) as material use 
variance and serves the corresponding purposes. 

To convert the standard direct labor hours each month to actual 
hours, the labor variance is spread back over each product’s stand- 
ard hours. Thus it is that the product hours used on Exhibit ! 
are actual hours. The parenthetical reference on the exhibit to 
time standards relates only to the mechanics, just described, of at 
riving at total variance hours. To cost the actual hours on the 
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summary sheet, either a plant average labor rate or a department 
average labor rate is multiplied by the actual hours shown. 


Applying Plant and General Overbead 

Plant expense and selling and administrative expense are ap- 
plied to a production base and to sales, respectively, in the monthly 
cost summary, using standard expense rates derived from expense 
budgets, one rate for the plant expense group and another for the 
selling and administrative expense group. 

The standard plant expense rate is appropriately set in terms of 
dollars of expense per standard direct labor hour. To properly 
apply plant expense to products made, consideration should be 
taken of the equipment used. Therefore individual department 
rates may be desired. An alternative to this plan would be to use 
only one plant-wide expense rate applied to all products alike. The 
plant expense, applied to each product made during the month, is 
computed by multiplying the standard direct labor hours consumed 
by that product by the standard plant expense rate. 

The standard selling and administrative expense rate would be 
in terms of dollars of this classification of expense per dollar of 
sales. Selling and administrative expense applied to each product 
sold during the month is computed by multiplying the total sales 
of that product by the standard rate. This assumes only one rate 
for all products. However, the system may be designed to provide 
an individual rate for any products requiring special sales or dis- 
tribution efforts. 

Since the cost system here outlined uses formula and standard 
allowances, respectively, converted to actuals, for determination of 
ingredient costs and direct labor costs, the actual cost basis should 
be continued with the application of expense to production or sales. 
To make this conversion, the difference between the total applied 
expense and the total actual expense must be computed monthly. 
Controllable variance is spread back over the products to arrive at 
the actual expense equivalent. Volume variance is carried along 
in a clearance account from month to month, to the year end, and 
is then closed to the profit and loss account. By use of standard 
rates, expense is uniformly costed into the product regardless of 
the volume of product made or sold during the month and only 
controllable variance is thrown into monthly cost. 
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Budgetary Control of Burden 
An expense budget for plant expense and one for selling and 
administrative expense provides the mechanism for computing 
standard expense rates and controllable and volume variances. Ex- 
pense budgets are used to forecast one year ahead the expense cost 
of making and selling the volume planned. Expense variances are 
used to control the actual expense totals month by month to the 
amounts budgeted to secure desired profits at year end. The ex- 
pense budget can be made a part of a master budget or it can be 
used alone, as is the case in this system, for simplicity’s sake. 

From a forecast of sales by product and in terms of quantity 
and dollars, for the year ahead, there can be computed the total 
yearly standard direct labor hours required for production, and 
this figure divided by twelve gives the average plant load for a 
single month. Using the rate of change of plant expense with vol- 
ume, as nearly as can be determined by studies of fixed and vari- 
able costs by individual categories of expense, monthly plant ex- 
pense for the particular hourly load can be budgeted. By dividing 
budgeted expense for the whole plant by total plant standard direct 
labor hours for the average month, the standard plant expense rate 
is derived. From month to month, plant expense is uniformly 
charged to production using this standard rate. 

If the plant were operated at a uniform level from month to 
month, with total standard hours equal to budgeted at year end and 
if actual expense were incurred according to budgeted amounts, 
this standard expense rate would cost into production during the 
year all the plant expense actually incurred in that year. But vol- 
ume varies during the year and expenditures often exceed the 
budgeted amounts. These two factors produce the volume variance 
and the controllable variance respectively. 

These variances apply alike to plant and selling and administra- 
tive expense groups. The standard selling and administrative ex- 
pense rate equals budgeted expense divided by budgeted sales dol- 
lars. Selling and administrative expense is uniformly charged to 
cost to make and sell during the year using this standard rate. If 
volume is estimated for the plant or for sales one month in ad- 
vance, the resulting budget for expense will serve as a goal against 
which to measure actual expense performance, the objective being 
to keep the total actual expense under total budgeted expense for 
that month and all subsequent months. The controllable expense 
variance, therefore, indicates how efficiently the company is oper- 
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ated relative to the budget and provides management with a neces- 
sary tool for expense control. 

The volume expense variance, on the other hand, is essentially 
a fixed expense pool into which fixed expense flows during periods 
of low volume with the flow reversing itself during periods of high 
volume. A high volume variance could result from unused plant 
capacity or facilities. This variance can be estimated for each 
month of the year being budgeted and any departure from the 
allowable variance value can be examined closely by management 
as it occurs. 


Product Costs and Variance Data in Compact Form 


The monthly management report thus contains vital information 
needed by the managing executive for the proper control of oper- 
ations. Included in this report are the component reports which 
have been cited: monthly summary of total and unit cost and the 
profit and loss statement, both by product lines, and in addition the 
expense budget. The monthly summary has been presented here as 
an exhibit, and shows the total and unit cost to make or make and 
sell, together with total and unit profit and loss data. The profit 
and loss statement shows the accumulated profit and loss by prod- 
uct lines for the fiscal period through the current month. On this 
form is also presented variance data for the current month and 
period to date including : 


1. Materials use variance 4. Selling and adminis- 

2. Labor use variance trative expense— 

3. Plant expense— Controllable variance 
Controllable variance Volume variance 


Volume variance 


The plant expense budget compares the actual amotint of ex- 
pense incurred in each account of the expense groups with the 
amount computed as the budget allowance for that account. This 
comparison is made for the current month and for the period to 
date. If actual expense exceeds budgeted, the difference is dis- 
played in the controllable expense variance for each account. Ma- 
terial and labor use variances are developed as indicated in Ex- 
hibit 1. If ingredients in excess of formula or standard quantity 
are consumed, this is disclosed in the materials use variance. If 
actual hours exceed standard hours for a given volume of produc- 
tion, this shows up in the labor use variance. 
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THIS MONTH’S AUTHORS 


LUIS V. MANRARA (We Are Dragging Our pe | Drift from 
Historical Cost) is Senior Partner in firm of Manrara y > age = ee 
Havana, Cuba, and is a Certified Public Accountant of Cuba. 
merly associated with the Havana office of Peat, Marwick, Mitel & Co. He 
is a National Director of N.A.C.A. and a Charter Member and Past 
President of Cuba Chapter. Mr. Manrara is an honorary member of Mu 
Chapter of Beta Alpha Psi. 


JOHN B. INGLIS ( rate Financial R ~—Selective Study of 
Annual Statements for 1948) is a Partner in te pu ic accounting firm of 
Price, Waterhouse & Co., New York, N. Y. Mr. Inglis is a National 


Director of N. A.C. A. and a member of the Committee on Research. He 
is well-known in the public accounting field and has been a member of the 


Committee on Accounting Procedure of the American Institute of Account- . 


ants since 1945, 


J. BROOKS HECKERT (Coverage and Cost Provisions of the Robin- 
son-Patman Act) is Professor of Accounting at Ohio State University and 
a Certified Public Accountant of Ohio. The author of a number of text- 
books, including works on distribution costs and on accounting systems, 
Professor Heckert is a former National Director of N.A. a previous 
contributor to the N.A.C.A. Bulletin and has addressed the iation’s 
Annual Cost Conference. 


HARLAN WHITE Gousing Maintenance Control Data from the Ac- 
—_ is Plant Office Manager, Joseph E. Seagram & Sons, Inc., Louis- 
ville, Ky. Before his connection with Seagram, Mr. Wines was employed 
by Peoples Trust Co., Fort Wayne, Ind. 


GEORGE M. BATCHELDER (What Records Are Essential for Direc- 
tion and Control of Sales Effort?) is President and Treasurer, F. M. Hoyt 
35 Inc., Amesbury, Mass. Mr. Batchelder was formerly connected with 

I. DuPont de Nemours & Co. as Industrial Engineer. 


KEITH W. oo and GEORGE F. DRAPER (Organization and Ac- 
oa © f An Employees’ Credit (eg are, Department Bt Lily & Co, Chief 
of the eral Cost Accounting Section, Cost 
Indianapolis, Ind., and Accountant, Eli Lilly eet Ge +e 
thors are members of the Supervisory Committee of the Eli Lilly Both ax 
Union. Mr. Cox is a Certified Public Accountant of Indiana. 


W. E. GUINN (Internal Cost Reports for Three Levels of Management) 
is Office Manager and Auditor, Roberts & Rhea, Fort Worth, Texas. Pre- 
vious connections have been in both industrial and public accounting. 


JAMES H. GOULD (A Streamlined Cost System for Products 
Manufacturers) is head of the James H. Gould Co., ind engineers 
and ee - is an we 2 in h megeons administration at - 
American tute of Banking tea production management 
the University of Rochester. 




















THE COST FORUM 


Nonaccounting Personnel Need Accounting Knowledge 


Editor, N. A.C. A, Bulletin: 


It is often thought that accounting knowledge is needed in industry only 
by persons directly concerned with the keeping of accounting records. My 
purpose in this letter is to emphasize the need for basic accounting knowledge 
among executives and responsible personnel in all departments. 

Without understanding imparted by such knowledge, there is danger that 
members of top management may misinterpret data given them, even if 
careful supplementary material is supplied. Top men must understand the 
significance of trends and know how to take the necessary action to retard 
or stimulate them. They must likewise realize the tax implications of all 
contemplated actions, especially if the organization is not large enough to 
employ full-time tax consultants. They must have a familiarity with break- 
even points, and analysis of break-even data. 

On a different level, the purchasing department’s staff also needs a work- 
ing knowledge of accounting, as it is they who usually approve invoices for 
payment and provide the accountant with data for account distribution. The 
wording used on a purchase order and, subsequently, the invoice can involve 
tax questions. Likewise, the provisions of a contract for replacing a ma- 
chine can very definitely affect the company’s tax liability. 

Production control is likewise groping in the dark if understanding of 
accounting is lacking. It is most essential that the interrelationship of profit 
and volume be appreciated, and likewise the over-all financial result that may 
be expected from changes in factory schedules. Stockkeeping methods as 
well as stock pricing and the related records that are fed into general ac- 
counting for financial record purposes should also be familiar ground. 

Sales executives, too, must have fundamental accounting knowledge. They 
must help with the preparation of a sales budget, understand distribution 
costs, and know how to analyze and control them. A knowledge of produc- 
tion costs and methods, also, will aid them in working out problems for their 
customers. Advertising costs must bear careful planning and analysis and 
their effectiveness be carefully measured. 

As for production foremen, they must have nearly all of the attributes of a 
cost accountant, as it is from their records that original information is ob- 
tained which is funneled to management via cost reports. In order to con- 
trol costs, production foremen must first understand costs. They must, for 
instance, have some idea whether or not probable saving will justify the 
purchase of a new machine. 

There is no division of industry that will not be benefitted by a knowledge 
of accounting principles. Where it is lacking or incomplete, accountants may 
Properly accept the responsibility of disseminating a practical degree of 
understanding. , 

C. G. Wier, Jamestown Chapter 
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The Cost Department's Interest in Accounts Payable Procedures 


Editor, N. A.C. A. Bulletin: 


The article entitled “Processing Accounts Payable in a Large Company” 
by Messrs. Redhair and Eichinger, which appeared in the July i, 1949, issue 
of the Bulletin brings to mind the absolute necessity for speedy action in the 
processing of these papers from a cost accounting standpoint as well as with 
respect to payment to vendors. 

Under our procedure, when any materials or supplies are requested, the 
end use is shown on the request form, which is routed through the cost and 
budget section for notation of the applicable cost account. Further, the cost 
and budget section is furnished with a copy of the purchase order by the 
purchasing department primarily for the purpose of ascertaining that the 
proper account number has been transcribed from the original request. In 
instances where any corrections in this number are to be made, all depart- 
ments concerned are notified by the cost section so that all papers originating 
from the purchase order—such as receiving reports, freight bills, etc.—will 
show the correct coding and so that all departments concerned will ascertain 
immediately whether or not the papers are so coded. This procedure is 
especially important when a majority of the items are to be charged directly 
to manufacturing expense. It also helps prevent items intended for stores 
distribution from being charged to cost directly. 

The vendors’ invoices are received in the purchasing department, where 
they are checked for quantity and unit prices only. When invoices require 
correction, the purchasing department makes contact with the vendor. (Any 
time consumed due to errors on the part of the vendor is not considered as 
being within the limitation of the discount period.) After the invoices have 
been checked, they are sent with a list to the accounts payable department. 
This list shows purchase order number, account code, and total of the in- 
voice. The list is furnished in three copies and all copies are forwarded to 
the accounts payable department. After extensions are checked on the in- 
voice and the list properly audited, copies of the list are distributed to the 
cost accounting and general accounting departments, and there used for the 
original sources of entry to the ledgers. The cost accountant prepares a 
recapitulation of the list by code numbers, after checking the codes against 
his copy of the purchase order, and the general accounting department 
merely picks up the list total as applicable to accounts payable and manu- 
facturing cost control. 

When the vendors’ invoices are checked against the material receiving 
reports, any differences are handled between the receiving and purchasing 
departments and are adjusted on a subsequent list. Transportation docu- 
ments are handled in practically the same manner as purchase invoices 
except that the traffic section takes the place of the purchasing department, 
the only function of the accounts payable department in connection with 
these items being to check the list for mathematical accuracy and to dis- 
tribute the copies to the cost and general accounting departments. 

Fioyp F. Kuun, Anniston Chapter 
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Some Economy Angles in Forms Control 


Editor, N. A.C. A. Bulletin: 


The article on “Continuous Review of Forms, Methods, and Procedures” 
by Lawrence P. Jennings in the Bulletin for May 15, 1949, is of particular 
interest at this time when most organizations are considering ways and 
means of reducing costs without impairing efficiency. Since starting a divi- 
sion similar to that described by Mr. Jennings, we have received many in- 
quiries from division superintendents, office managers, and others, and these 
have formed the basis of analyses of existing forms with good results. A 
few of these results are indicated in the following paragraphs. 

Numbering—Consecutive numbering of forms by the printer is often 
necessary for proper control. When this can be eliminated without loss of 
control, a substantial saving is possible. An instance of this kind was noted 
when comparing different forms used by several factory offices for the same 
purpose. Some were prenumbered; others were not. By a comparison of 
methods used, it was possible to discontinue prenumbering without loss of 
control. 

One-time carbon—The use of forms in sets of two, three, or more, with 
one-time carbon, tends to faster preparation and also eliminates manual 
handling of carbon paper. 

Consolidation of forms—Analysis of different forms may reveal that more 
than one is used for the same purpose. Savings from forms consolidation 
may be considerable. 

Quality of paper used—Forms which are to be in use for a period of time 
or which must take considerable handling, call for a better grade of paper 
than one-time forms or those to be in use only a short period. Considera- 
tion should be given to this point whenever forms come up for reordering. 

Quantity control—In addition to control of the quantity of a form to be 
ordered for stock, the quantity to be ordered from stock should also be 
approved. If a requisition from central stock can be delivered in a week or 
so, there seems to be no reason to allow a large stock to be carried by the 
using department. This controls waste while a form is in use and also when 
it is to be changed. 

Forms in different colors—It has become a general practice to designate 
forms to be sent to various departments by different colors. A further ap- 
plication of this principle was used recently when two colors were approved 
for a form, both copies of which are used within the department but for 
entirely different purposes. It is often possible to eliminate multiple colors 
when no purpose is served, especially if only the rulings are multi-colored. 

The foregoing points by no means exhaust these which come to mind 
when savings from forms control are considered It is for this reason, 
among others, that it is very much in order to make the subject, along with 
the allied area of methods work, the particular province of a special staff 
or staff section. 

Haroip Hanson, Binghamton Chapter 












Charting Labor Variance Trends 


Editor, N. A.C. A. Bulletin: 


Weekly (or daily) reports to advise foremen and superintendents of labor 
variances in a standard cost system with attendant discussions, do not afford 
the entire answer to stimulation of efficient use of labor. Often conditions 
creating high labor costs, and unfavorable variances, cannot be corrected 
immediately. Examples of these conditions are: 


1. Training period for new employees. 

2. Temporary reduction in production volume although all employees 
are retained on a full time basis. 

3. Poor material. 

4. Defective equipment which cannot be repaired or replaced at once. 


If any one or a combination of these conditions continues over a period 
of time, there is a tendency on the part of the supervisory staff to regard an 
unfavorable variance as an acceptable condition. To counteract this attitude, 
there is a very simple and effective tool that can be used to study labor 
efficiency over the long trend. The method is to graph the variance per- 
centage for each cost center on a five-week moving average basis. By the 
use of these graphs the long trend can be studied and note made of unfavor- 
able trends that started out as temporary changes but remained as a perma- 
nent drift. , 

Even in the best-regulated plants, labor variances are always present and, 
whether favorable or unfavorable, often defy explanation in particular. 
This is especially true in a plant making a multitude of different products 
or sizes of products. The foremen are subject to a barrage of variances 
with each daily or weekly report and can often lose sight of the trend of 
efficiency in their cost centers. Here again the use of the five-week moving 
average of variance percentages can aid the foreman or supervisor by show- 
ing him the trend. It will tell him whether or not he is gaining ground in 
his long-run efforts to operate effectively. 

Plants having fluctuations in production volume have a special problem 
in trying to analyze direct labor efficiency variances. When the policy of 
management is to retain a fairly full staff throughout the year, there will 
undoubtedly be unfavorable variances at times that can be attributed to low 
production volume. There is always the question as to how much of the 
unfavorable variance is due to low production. As a general rule the corre- 
lation is not 100 per cent but may run something like this: a decrease of 25 
per cent in production volume equals an increase of five per cent in an un- 
favorable direct labor variance. It is a good idea, therefore, to show a 
five-week moving average of the production index on the same graph as 
the five-week moving average of unfavorable variance percentages. In this 
way the degree of correlation can be visibly portrayed. This is especially 
valuable when comparing one year to another, one cost center to another, 
or one plant to another. 

J. Ray Kurz, St. Lowis Chapter 
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Liaison Between Sales and Manufacturing Departments for 
Product Improvement 


Editor, N.A.C. A. Bulletin: 


The consumer is our boss. It is a well-known fact that you may make 
the finest product in the world but if it does not meet with consumer accept- 
ance you will not stay in business very long. Now that we are speedily re- 
turning to that healthy condition of competitive economy that requires 
original thinking and careful planning, it is once again of prime importance 
that we give the consumer what he wants and has a right to expect, a high 
quality product of the type he desires at a fair price. To this end, those of 
us who are connected with the manufacturing or processing ends of our 
business must learn, like the sales force, to keep an ear to the ground so 
that we may at all times be cognizant of consumer likes and dislikes, as well 
as trends in such preferences. 

Moreover, we must effect closer liaison between the sales, merchandising, 
and manufacturing divisions of our business. We have all had experiences 
of having merchandising or sales personnel make suggestions for improve- 
ment of our product in the consumer’s eyes, either a definite change in type 
of product or quality, a reduction in price at the required quality, or an 
improvement in delivery schedules. However, even when these suggestions 
are put into writing and studied, it is common to find that nothing further 
is done about them because there is no one person charged with the respon- 
sibi'ity of acting as a link between the various divisions involved. 

An individual of a specific type should be appointed and recognized as 
liaison agent among personnel of all departments, and should have as his 
long-range function that of clearing the track for all practicable improve- 
ments in the product in response to consumer needs and suggestions. This 
man must have an analytical mind. He must be cost-conscious. In addi- 
tion, he must have enough background in manufacturing to be able to deal 
successfully with production supervision. He must also be versed in indus- 
trial engineering and, through experience, be able to meet the sales and 
merchandising personnel on common ground. His mode ‘of operation would 
be to instill closer relationships and cooperation throughout the company, 
toward the end of product improvement. 

Our liaison man would constantly think the angles out and work con- 
structively. He would evaluate all suggestions scientifically and analyze cost, 
quality, and production control from an over-all company viewpoint. He 
would ascertain that sales and merchandising suggestions were studied care- 
fully, evaluated accurately, and put into effect if the circumstances warranted 
such action. He would follow up to see that all improvements were trans- 
lated into standard practice. Our liaison man should act in a staff capacity 
directly under an officer of the company. 

I believe results will prove the worth of such a plan, with better team- 
work and reduced inventories of items that do not meet wide customer 
acceptance. As we said at the start, the consumer is our boss! 

E. H. Bru, Albany Chapter 




























N. A. C. A. BULLETIN: 
How Small Should Cost Centers Be? 


Editor, N. A.C. A. Bulletin: 


In his excellent article, “Common Sense Budgeting for Manufacturing 
Expenses,” in the N. A.C. A. Bulletin for July 1, 1949, James A. Campbell ——_ 
comments, “Simplicity should also prevail in the number of departments or 
cost centers into which the budget is segregated. It is obviously desirable 
that the budget correspond to the physical departments, themselves, but com- 
binations of departments for budget purposes can be quite satisfactory.” As 
Mr. Campbell is referring only to simplification in the departmental structure ( 
as it concerns his subject, I would like to make these further comments on 
the need for simplification in departmental organization as used for product 
costs and other purposes. 

It is my belief that, as a result of wartime practices leading to the more | 
recent increased attention to cost control, many companies may have a more 
elaborate departmentalization than is necessary for either product cost or 












































cost control. The industrial accountant, who often influences to some extent 
the number of departments created and maintained in a plant, may therefore 
find cost reduction possibilities “on his own doorstep” in the field of reduc- 
tion of the number of production and service departments by consolidation. 
Such consolidations will result in cost savings, as a decrease in the number 
of departments will simplify paper work throughout all clerical processes 
involving departmental costs, payrolls, manufacturing processes, personnel 
records, etc. 

There are some well-founded arguments in favor of small cost centers. 
For this reason, any program toward consolidation of departments must be 
carefully considered. All too frequently, however, it has been the account- 
ing staff’s desire for perfection that has led to the setting up of small cost 
centers, only to have the meticulous accuracy sought fail to appear as the 
necessity for partly arbitrary methods of allocating and distributing service 
and staff departmental expenses to productive departments became obvious. 
As it is fairly generally agreed that “one-man one-machine” departments are 
usually neither necessary, practical, or possible and that the other extreme 
of very nearly dispensing with departmentalization is equally impracticable, 
a compromise at the “theoretically correct” size must be made. In reaching 
such a compromise, the accounting staff must take care that, when the 
opportunity to reduce the number of departments presents itself, desire for 
perfection and disinclination to take what might seem a backward step, does 
not interfere with the very real progress that simplification in departmental 
organization can be. 

. Marion H. Simpsen, Peoria Chapter. 
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COMING ARTICLES 
In the N. A. C. A. Bulletin, December, 1949 


Cost Analysis Budget to Evaluate Operating Alternatives 
for Oil Refiners 


by John L. Fox 


Is the Raw Material Wood?—The Elements of Sylviculture 
Accounting 


by |. Wayne Keller 


A Report on an Industrial Accounting Internship 
Project 
by David W. Thompson 


Seventeen Years of Multiple Management 
by John L. Buckley, Jr. 
Controlling Manufacturing Expenses Through Applied 
Flexible Budgeting 
by Austin F. Matthews, Jr. 


Fixed Asset Procedure from Requisition to Retirement 
by John F. Gaither 


A Case Study of the Effect of Setup Time on 
Unit Costs 


by Albert D. Alter 


Practical Expense Analysis to Serve the Needs of Hospital 
Management 


by Murphy Cole 























STATEMENT OF THE OWNERSHIP, MANAGEMENT, CIRCU- 
LATION, ETC., REQUIRED BY THE ACT OF CONGRESS 
OF AUGUST 2, 1912, AS AMENDED BY THE ACTS 
OF MARCH 3, 1933, AND JULY 2, 1946 


of N. A. C. A. Bulletin, published monthly at New York, N. Y., for Oct, 
1, 1949, State of New York, County of New —_ ss. 

Before me, a Notary Public in and for the State and county aforesaid, 
pecentey sepeeees Sires ©. Sateen, Gan, Sees here Oy ee ae 
ing to law, mete and says that he is the Editor of the N. A.C. A. Bul- 
letin and that following is, to the best of his knowledge and belief, a true 
statement of the ownership, management (and if a daily, weekly, semi- 
weekly or triweekly newspaper, the circulation), etc., of the aforesaid pub- 
lication for the date shown in the above caption, ‘required by the act of 
August 24, 1912, as amended by the acts of March 3, 1933, and July 2, 19% 
— 537, Postal Laws and Regulations), printed on the reverse of this 
orm, to wit: 

1. That the names and addresses of the publisher, editor, ing editor, 
and business managers are: Publisher, National Association o t Ac- 
countants, 505 Park Ave., New York 22, N. Y. Editor, George F. Wyman, 
505 Park Ave, New York 22, N. Y. M ing editor, none. Business 
manager, R. P. Marple, 505 Park Ave., New York N. Y. 

2. That the owner is: (If owned by a corporation, its name and address 
must be stated and also immediately thereunder the names and addresses 
of stockholders owning or holding one per cent or more of total amount 
of stock. If not owned by a corporation, the names and addresses of the 
individual owners must be given. If owned by a firm, company, or other un- 
Seeeees Caen, Re saate Sad as well as those of each indi- 
vi member must be given.) National Association of Cost Accountants, 
505 Park Ave., New York 22, N. Y. President, Logan Monroe, Eaton Mfg. 
Co., 739 E. 140th St., Cleveland 10, Ohio. Secretary, Arthur B. Gunnarson, 
505 Park Ave., New York 22, N. Y. Treasurer, Philip J. Warner, The 
Ronald Press Co., 15 E. 26th St., New York 10, N. Y. 

3. That the known bondholders, mortgagees, and other security holders 
owning or holding 1 per cent or more of total amount of bonds, mortgages, 
or other securities are: (If there are none, so state.) None. 

4. That the two paragraphs next above, giving the names of the owners, 
stockholders, and security holders, if any, contain not only the list of stock- 
holders and security holders as they appear upon the of the company 
but also, in cases where the stockholder or security holder — upon the 
books of the company as trustee or in any other i tion, the name 
of the person or corporation for whom such trustee is acting, is ; also 
that the said two paragraphs contain statements embracing t’s full 
——- and belief as to the circumstances and conditions under which 
st rs and security holders who do not appear upon the books of the 
company as trustees, hold stock and securities in a capacity other than that 
of a bona fide owner ; and this affiant has no reason to believe that any other 
person, association, or corporation has any interest direct or indirect in the 
said stock, bonds, or other securities than as so stated by him. ae 

5. That the a number of copies of each issue of this publication 
sold or distributed, through the mai’: or otherwise, to paid subscribers dur- 
og te twelve months pi ing the sate shown above is...........-++++5+ 
(This information is required from daily, weekly, semiweekly and triweekly 
newspapers only. ) 


George F. Wyman 

Editor. 
coon U a subscribed before me this 28th day of September, 1949. 
Irving I. Steinholtz, 


N Public, ow Vers Comp, 
N. Y. Co. Clk’s No, 774, Reg. No. 939- 
Paesustesion Want 


March 30, 1950. 

















